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A Good Business Sense... 


The women and men of Gaz Métropolitain put the customer first. To them, every customer 
contact is a business opportunity. In collaboration with business partners, they strive to offer 
diversified, competitive and high-quality products and services that meet the needs of present 
and potential customers. Gaz Métropolitain and its business partners guarantee the same quality 
standards to their customers. Each employee and business partner is aware of the need and proud 
to be an ambassador for the company, which is accomplished through personalized, simple, 
rapid and efficient customer service on a daily basis. For each business process, they know their 
role and expected contribution, and recognize the need for organizational flexibility to better 


respond to market demands. 


Employees and business partners experience a sense of accomplishment through a satisfied, 
loyal and growing clientele. This is the hallmark of good business sense, and this is what 
~ makes Gaz Métropolitain a source of enrichment not only for investors, but for its employees 


and business partners...a business with good business sense, connecting with the future. 


Winter... love it! 


Especially when it’s nice and warm inside. All natural gas heating systems have one feature in-:common: 
they provide exceptional comfort. The natural gas fireplace creates the same ambiance as a wood fire but 
distributes heat much more efficiently, without any ashes, and is cleaner for the environment. Other uses 
like heated floors and towel warmers show the versatility of natural gas. Gaz Métropolitain and its business 
partners can give sound advice and provide the appropriate solutions and services. 


Delicates... love it! 


Delicate and rugged are not mutually exclusive. For household chores, you can be as delicate or powerful _ 
as you want when you use natural gas that combines superior performance and flexible use. You can avoid 
crinkled clothes with a gas dryer because it reaches its maximum temperature more quickly than an electric — 
dryer. A natural gas water heater can heat twice as quickly as an electric water heater. Gaz Métropolitan 
and its business partners can show they are able to offer a complete range of diversified products for superior 


comfort and well-being. 
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Dad's cooking... love it! 


Everything tastes better when cooked with natural gas. In the kitchen, like anywhere else, in a multitude 
of residential, commercial and industrial applications, natural gas is versatile and efficient. It’s quick to use, 
easy to control and precise. Every day, at home and at work, in shops and businesses, in large urban centers 
and out in the countryside, natural gas is synonymous with performance and quality of life. 


Peace of mind... love it! 


_ Why compromise? For businesses and institutions that require high-performance equipment, the benefits of natural 
gas stand out every day. Whether it’s a question of heating buildings or water, you can count on the capacity 
and force of natural gas equipment to meet the repeated needs of a large number of users. The best decisions 
have to be made. Gaz Métropolitain and its business partners can help to make the most appropriate choices. 
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— It isn’t hard to 
are absolute 


Fine dining... love it! 


Every good chef knows. Rush hour in a restaurant is the ultimate test for the kitchen, because all of the gas 
burners are on. Their action is direct, and the heat is precise, instantaneous and easy to control. The natural 
gas hot water booster increases the performance of the dishwasher by guaranteeing virtually unlimited supply 
of hot water, a good example of high-performance innovative technology in a field where the superiority 

of natural gas has long been recognized. At Gaz Métropolitain, we are constantly looking for new ideas 


to improve energy efficiency. 


Serving our customers... love it! 


Whatever your energy needs, Gaz Métropolitain and its business partners are able to rapidly provide you 
with the heip and advice you need to find sustainable and profitable solutions for your energy needs. 
Gaz Métropolitain’s goal is simple: an unequalled level of efficiency, innovation, advice, dependability 
and comfort... Ask them questions. They will find the right answers. 
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Mission 
Gaz Métropolitain transports and distributes natural gas in Québec and in the northeastern portion of 
North America. It also sells goods and services ancillary to its main activity. It makes use of its know-how 
to pursue activities that are related or similar to its core business. 


Objective 
Gaz Métropolitain’s financial objective is to provide its Partners with a stable, predictable return, accompanied 
by growth in value over the years. From a business perspective, the Partnership intends to provide its customers 
with high-quality energy services at the lowest possible cost, through policies and programs aimed at motivating 
its employees and business partners. 


The Partnership 
Gaz Métropolitain’s core business is the distribution of natural gas. The Partnership delivers approximately 97% 
of the natural gas consumed in Québec. Vermont Gas Systems, Inc., a wholly-owned subsidiary, is the sole gas 
distributor in Vermont. 

Gaz Métropolitain also owns significant financial interests in two natural gas transportation companies, including 
a 50% interest in TQM Pipeline and Company, Limited Partnership, which operates a gas pipeline that connects 
upstream with that of TransCanada PipeLines and downstream with that of Portland Natural Gas Transmission 
System. The pipeline owned by PNGTS, in which Gaz Métropolitain holds a 20.7% interest, originates at the 
Québec border and extends to the suburbs of Boston. In addition, a wholly-owned subsidiary of the Partnership 
operates two gas pipelines that cross the Ontario border to supply Gaz Métropolitain’s distribution system in 
northwestern Québec. 

In addition to these activities and major ownership interests, the Partnership sells goods and services, through 
subsidiaries and affiliates, in the energy related business, and in water, wastewater and fibre optics networks. 
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GAZ METROPOLITAIN CORPORATE STRUCTURE (SCHEMATIC VERSION) 
As at September 30, 2001 


Public 


Gaz Métropolitain, inc. 


Gaz Métropolitain 
and Company, 
Limited Partnership 


~ Distribution Transportation Energy Services 


and other 


Gaz Métropolitain and Company, TQM Pipeline 50% Gaz Métropolitain Plus 100% 
Limited Partnership Portland Natural Gas Gaz Métropolitain Plus Finance 100% 
Vermont Gas Systems 100% Transmission System 20.7% Climatisation et Chauffage Urbains 
Cartier Pipeline 50% de Montréal 100% 
Champion Pipe Line 100% Consulgaz 100% 


Sogener 100% 

Climtech Inc. 100% 

Sofame Technologies 34.45% 
Sofame Europe 33.3% 
TelDig Systems 50% 

Option Gaz 50% 

Aqua Data 50% 

Aqua-Rehab 50% 

Cable VDN 12.2% 
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Years ended September 30 


Consolidated Financial Information (in millions of dollars) 


Revenues 

Gross margin 
Partners’ income 
Total assets 


Long-term debt including current portions 


Partners’ equity 
Capital expenditures and deferre 


d charges 


Authorized annual return on Partners’ equity attributed 
to gas distribution in Québec 


Credit ratings: © 
Long-term bonds (ssp/Dsrs) 
Commercial paper (s&P/DBRs) 


Per Unit Data (in dollars) 
Partners’ income 

Operating cash flows (including worki 
Distributions 

Partners’ equity (as at September 30) 


ng capital) 


Number of units outstanding (as at September 30-in millions) 
Approximate number of Partners @ (as at September 15) 


Unit trading: 
High 
Low 
Close—Toronto Stock Excha 


nge 


Public ownership in the Partnership (as at September 30) 


Consolidated Operating Data ® 


DISTRIBUTION SECTOR 
Gas deliveries: 


In millions of cubic meters (106m3) 


In billions of cubic feet (8c) 
Length of pipelines (km) 


: 2001 ___2000 
$ 2,068 $ 1,634 
$ 542 Soo 
$ 141 $ 144 
$ 2,350 $ 2,263 
$ 1,270 $ 1,193 
$ 812 $ 806 
5 255. $ 139 

10.38% 9.72% 
A/A A+/A 
A-1(low)/ A-1/ 


peel) MoE 


(1) The S &P 2000 credit ratings were determined by CBRS, which was acquired by $ &P in October 2000. 


The 2001 credit ratings have been harmonized in accordance with S & P standards. 


(2) Unaudited data. 


Partners’ income 
(in millions of dollars) 


we 
wn 
| 
139] 
141] 
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97 98 99 00 01 
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Total assets 
(in millions of dollars) 


97 9899. 00 07 


$ 1.28 S$, 1:30 
S2:92 $ i72Z 
$1227 $ 1.24 
$ 7.35 $97.30; 
110.5 110.5 
26,900 26,900 
$ 16.90 $ 17.00 
$ 14.80 $ 13.40 
$ 16.35 $ 15.60 
; : 22.6% 22.6% 
5,639 6,348 
199 224 
9852 960 ae 
ge expenditures Cash flows provided 
and deferred charges by operations 
(in millions of dollars) (in millions of dollars) 


97 98 99 00 01 97 98 99 00 01 


REPORT TO PARTNERS 


Robert Parizeau Robert Tessier 
Chairman of the Board President and Chief Executive Officer 


A good year for Partners... 
Corporate performance is ultimately judged by the return it generates for-its owners and, in this respect, the 
Partners of Gaz Métropolitain were well served last year with a total return of 11.3% between September 30, 2000 
and 2001. They received distributions of $1.27 per unit and, in addition, the value of the unit increased by $0.75, 
from $15.60 to $16.35. During the same period, the main Canadian stock market index fell by 33.9% and, in 
general, the performance of foreign markets was just as negative. Gaz Métropolitain once again proved to be 

a blue-chip for investors with a long-term strategy and, for the others, a refuge in depressed stock markets. 


... a tough year for customers... 
However, last year was extremely difficult for our customers. Accustomed to average gas prices in the order of 
$2.00/G} over the past ten years, customers were faced with staggering price spikes, which reached an unprece- 
dented high of $12.90/G) for gas from Alberta last January. The same phenomenon prevailed throughout North 
America. Gaz Métropolitain, as a responsible distributor, had warned customers of the coming shock, over which 
it had no control. They still found it difficult to accept increases in their energy bills which, when January 2001 is 
compared to January 2000, were approximately 50% for a residential customer, 90% for a commercial customer 
and more than 100% for an industrial customer that would have used system gas. 

Following Gaz Métropolitain’s advice, residential and commercial customers took the steps required to save 
energy, which primarily explains most of the 3% decrease in deliveries to these markets compared to the preceding 
fiscal year, taking temperatures into account. Weaker economic growth than forecast was also undoubtedly 
a contributing factor. However, it should be remembered that deliveries in these markets reached record highs 
during the 2000 fiscal year. 
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The impact of high gas prices and, to a lesser extent, the economic slowdown, was particularly severe in the 
industrial market. These customers represented 60% (of which 22% for interruptible service) of deliveries made 
during the 2000 fiscal year. By definition, an interruptible service customer can switch from natural gas to another 
form of energy depending on the competitive situation and its contractual obligations with Gaz Métropolitain. 
Deliveries in this market fell 41% compared to the preceding year. Firm service deliveries were down by 8% as 
certain customers either cut or even shut down production. The Partnership’s total deliveries, including Vermont 
Gas, are down by 11.2% from the 2000 fiscal year. 


..and a challenge-filled year for management and employees 

As a result of the foregoing situation, demands were particularly heavy on Customer Service and Public Relations 
personnel during the past year, who were called upon to explain that, as a distributor, Gaz Métropolitain sells 
natural gas at cost and earns its profit essentially from its distribution service. They also widely communicated the 
message that, in the view of a majority of industry specialists, the abnormally high natural gas prices were due 

to a combination of various temporary factors, including insufficient deliverability for a colder winter than in 
previous years. Because of their efforts, and the reputation that Gaz Métropolitain has developed over the years, 
the telephone response quality and overall customer satisfaction indicators, which had sagged last winter, have 
come back to traditional levels. 

If lower deliveries have had little impact on income, it is primarily due to the foresight and initiatives with 
respect to gas supply, i.e. the transportation of natural gas from the supply source and the storage required 
to meet peak period demand. Because of their experience and network of contacts, the personnel responsible 
for this activity were able to conclude transactions that limited the shortfall caused by deliveries that were lower 
than forecasted at the beginning of the year. 

In spite of this outstanding effort, and the exceptional performance of all of Gaz Métropolitain’s personnel 
who adapted to the difficult situation that confronted the Partnership and its customers, the gas distribution 
activity was unable to derive any benefit from the performance incentive mechanism that became effective in 
2001. Nevertheless, the Partnership earned a rate of return equal to the authorized base rate of return, in spite 
of an increase in the value of remunerated assets. 


Financial Results 

Distribution activities in Québec and Vermont generated income of $134.6 million, which is only $0.6 million 
less than the preceding fiscal year. Income earned by the transportation activity, essentially financial interests, 
is $10.3 million, down by $1.7 million from the preceding year. This negative variance is due to an increase in 
depreciation. The energy services and other activities recorded a loss of $1.4 million compared to income of 
$0.5 million in 2000. Operating with its own management team for less than one year, this sector incurred 
significant non-recurring expenses to organize, downsize and integrate a certain number of entities in the group 
in order to reduce costs and maximize synergies. 
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The financial results for the various sectors and the unallocated development costs generated Partners’ income 
of $141.2 million, i.e. $1.28 per unit, compared to $143.7 million, or $1.30 per unit, for the 2000 fiscal year. 
The Partners will have noted that the Partnership adhered to its policy of distributing virtually all income. 


Initiatives for Change 
At the same time last year, we summarized a number of initiatives aimed at the continuing pursuit of excellence 
throughout Gaz Métropolitain. Here is a progress report on these medium-term objectives: 
Quality Initiative 
The Total Quality initiative has made important progress as a result of setting up a “corporate” team composed 
of blue-collar and white-collar workers, union representatives, professionals and management personnel of 
the Partnership. This team carried out an initial assignment and submitted detailed recommendations on the 
responsibilities of every individual throughout the organization for making Total Quality a success and achieving, 
in 2003, the objective of 500 points measured by the QUALImeter of the Mouvement québécois de la qualité. 
This instrument measures the overall performance of an organization. 
Enterprise Resource Planning System 
Launched in September 2000, this project involves the implementation of a modern information management 
system that will make it possible to integrate all business processes and, thereby, provide better service to 
customers and create greater internal efficiency. It will be implemented in three phases. Phase 1, which covered 
administrative services, was completed on October 1, 2001, and Phase 2, which covers system maintenance, 
will be in operation in the spring 2002. Phase 3, which is the most important and the most complex because 
it deals with customer information and relations, is underway and will take more than one year to implement. 


Partnering 
Initiatives such as Total Quality and the Enterprise Resource Planning System can only succeed if they receive 
the full support of all employees and the unions. It can be said that union leaders now share our business vision, 


as represented in the QUALImeter logo, i.e. a triangle in which customers, investors and employees each occupy 
one of the corners. 


Personnel Reductions 

As a result, among other things, of the partnering approach, the personnel reduction process through early 
retirements and voluntary termination has produced the desired results to date, with approximately 100 positions 
(out of about 1,300) having been eliminated during the past year and another 50 to be eliminated by the end of 
the current fiscal year. 
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Business Development 
Apart from normal development in the various sectors, the Partnership is aiming to construct a gas pipeline that 
would give it access to natural gas produced in the rapidly growing Atlantic coast basin. During the past fiscal 
year, Enbridge, one of the majors in the transportation and distribution industry, became a partner in the project, 
which is known as Cartier. However, two stumbling blocks have arisen since the beginning of 2001. Firstly, the 
producers on whom Cartier was counting were not as successful as expected in developing their reserves by the 
set date. In addition, the transporter of the natural gas produced in the region appears to prefer moving the gas 
to the United States rather than to central Canada and is no longer prepared to construct an extension of its 
system from Fredericton, New Brunswick to the Québec border where it would connect with the Cartier pipeline. 
The Cartier Project will continue to seek the necessary natural gas supply commitments and to clarify the terms 
under which such gas would be transported to the Project. 

Gaz Métropolitain also intends to closely monitor the development of thermal electricity production in 
order to meet the forecast additional requirements during the decade. As is well known, natural gas is normally 
the energy of choice in such situations. 


Outlook for 2002 Fiscal Year 
The current fiscal year is still characterized by a basically unfavourable competitive situation for natural gas in the 
industrial market. It is roughly neutral in the residential market and favourable in the commercial market. However, 
since the terrorist attacks against the United States, the economic slowdown that was already underway is verging 
on recession. It would therefore be unwise to be overly optimistic about what the 2002 fiscal year has in store, 

in particular because the potential consequences of the war on terrorism are still unknown. Nevertheless, in its 
meeting today, the Board of Directors maintained the income distribution to Partners on January 1, 2002 at 
$0.32 per unit. 


Gaz Métropolitain, inc. 


in its capacity as General Partner 
November 15, 2001 


Robert Parizeau Robert Tessier 
Chairman of the Board President and Chief Executive Officer 
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MANAGEMENT TEAM 


1. Luc Sicotte Vice President and Chief Financial Officer 2. André Boulanger Vice President, Sales, Marketing and Customer 
t, Corporate and Legal Affairs 5. Sophie Brochu 


6. Jacques Charron Vice President, Operations 7. Stéphane Bertrand 
ons, Public and Governmental Affairs 8. Serge Régnier Vice President, Human Resources and Quality 


Services 3. René Bédard Corporate Secretary 4. Pierre Despars Vice Presiden 
Vice President, Business Development and Gas Supply 


Vice President, Communicati 


GAZ METROPOLITAIN AND COMPANY, LIMITED PARTNERSHIP 1; 


THE YEAR IN REVIEW 


Distribution 


External Environment 

Three factors beyond the Partnership’s control have an impact on deliveries: the economic growth rate, temper- 
atures and competing energies prices. While the economic slowdown in North America during the 2001 fiscal 
year certainly did not help the Partnership, it was the severe spike in gas prices that hurt deliveries the most. 

For instance, the price of gas at the Alberta border increased from $6.61/gigajoule in October 2000, a 
historically high level, to $12.90/gigajoule in January 2001, with the result that the cost of system gas billed to 
customers soared 142% on average over the preceding winter. Tight supply due to reduced production capacity 
in North America and lower than normal storage levels, coupled with anticipated growth in demand, particularly 
in the United States, explains the spike in prices. Gas prices have since fallen back to less speculative levels 
following significant increases in production and a decrease in demand. In September 2001, the price of natural 
gas at the Alberta border was $3.34/ gigajoule. The price of system gas, which is adjusted every month based on 
historical and prospective factors, was $4.48/gigajoule. 

The price of West Texas Intermediate, the reference crude oil, fell 20% 
during the past fiscal year from US$32.94 a barrel in October 2000 to US$26.49 a 


Natural gas spot price 


($Can./G)) barrel last September, which meant that customers capable of using either natural 
Pre gas or fuel oil opted for the latter. This was what happened in the industrial 
— Nymex market. The competitive position of natural gas in other markets was also difficult, 
16.00 or even unfavourable, during the first three quarters of the 2001 fiscal year, with 
fae the exception of the residential market in Vermont where electricity, the main 
Ss competition, is still much more expensive than natural gas. 
8.00 Since the summer, natural gas has regained a significant competitive advantage 
6.00 oy in relation to regular-priced electricity in the commercial market, which includes 
a 5 small and medium-size businesses as well as institutions, such as hospitals and 
= schools. In the residential market, natural gas is on an even footing with regular- 
— g@aamanaaagessnnee priced electricity, the main competition. In the industrial market, where no. 6 fuel 
SS3RSR 3855558838 oil is generally the energy alternative, the competitive situation remains difficult, 


although the gap in prices has narrowed. 
Gas Supply 
The staggering increase in natural gas prices resulted in a substantial drop in consumption, particularly by 
industrial customers. Extremely close monitoring of demand enabled the Partnership to quickly identify the trend 
and revise delivery forecasts downward right at the start of the winter season. Excess transportation capacity was 
sold on the secondary market at opportune times, thereby minimizing the impact on earnings of lower consumption. 
The shortfall was also reduced by what have proven since then, to be particularly astute transactions in the 
storage market. 

During the past fiscal year, 54% of the Partnership’s deliveries in Québec were purchased directly by 

large industrial customers and a number of commercial customers from suppliers of their own choosing. The 
Partnership used certain financial instruments to reduce the impact of price increases on system gas customers. 
In addition, a portfolio strategy was developed for the transportation of natural gas to Gaz Métropolitain’s 


franchise in order to diversify geographic sources as well as transportation and storage means, and to vary 
contract maturities. 
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A significant portion of the transportation contracts on TransCanada PipeLines will soon expire, which will allow 
the Partnership and its customers to look at alternative supply sources. At present, TCPL transports all of the 
gas delivered by Gaz Métropolitain. The project to connect the Partnership’s distribution infrastructures to the 
Sable Island gas basin off Nova Scotia is in line with this diversification strategy. 
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Deliveries 
Deliveries amounted to 5,639 million cubic meters in 2001, compared to 6,348 million the preceding year, 

a decrease of 11.2%. If temperatures had been normal for the two years, the decrease would have been 13.5%. 
Further details are provided-under Management's Discussion and Analysis. 


Customer Service 

Gaz Métropolitain’s Total Quality initiative requires a business-oriented culture that puts customers at the heart 

of the Partnership’s business decisions. The customer-contact centre, service technician dispatch activities, meter 

reading, and billing, credit and accounts receivable management are now integrated under Customer Service. 
Demands on the customer-contact centre were particularly heavy this past winter with more than double the 

number of calls because of the increase in the price of natural gas. Telephone response time was affected, in spite 

of the implementation of extraordinary measures to deal with the situation that arose during the installation of 

new equipment and systems to improve service quality. 


2S SGI 


Marketing 
Natural gas is now greatly appreciated by a knowledgeable public. Consumers associate it with comfort and 
quality of life. In particular, they appreciate the related appliances such as gas fireplaces and ranges. This is the 
result of the Partnership’s marketing efforts over the past few years in the residential market. Whether it be 
through TV sponsorships, participation in various culinary and home expositions, advertising in major dailies, 
weeklies and specialized magazines, or via one of the most innovative Internet sites, every year the Partnership 
gains a little more ground in the mid and high-end residential market. 

In 2001, the Partnership continued its promotional activities. However, last winter’s high gas prices required 
blitz campaigns to inform customers about the situation and reassure them about the prospects for the future. 
To do this, the Partnership included inserts with customer billings, made specific mailings, provided explanatory 
pages on its Internet site and issued press releases. In addition, sales representatives proposed various energy 
efficiency solutions to both their residential and commercial customers to help them minimize the impact 
of the crisis. The Partnership promoted 
specific programs to help customers save by 


ELSES SLE EDIE LEE OOD RIDE IO SO TE EAS LE CLLEGE ELE TIE ARNEL IA ALLELES ARGS 


reducing consumption, and new programs, Re he won enon 

with a budget of $3.5 million, have also Home Show, Gaz Métropolitain 
: familiarized visitors with 

recently been launched. a broad range of natural 


gas appliances. The cooking 
workshops were one of the 
activities in greatest demand. 
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The goal of Gaz Métropolitain’s representatives, particularly in the industrial and commercial markets, is to be 
recognized as professional energy advisors at a time when technologies and markets are becoming increasingly 
sophisticated. Customers expect it, and the Partnership intends to respond to their expectations. 


LENE SUS BOILED LEP ELL OLS SLIDE LLL LLL OLLIE DLE LLL 


New Sales 

In spite of an unfavourable external environment, 2,200 new residential customers were added to the Partnership’s 
customer base in Québec, primarily in the new homes market. In Vermont, there were almost 1,000 new customers. 
These figures are down slightly from the preceding year. 

New sales in the commercial market, which includes institutions and small businesses, totalled 98 million 
cubic meters on an annualized basis, compared to 138 million cubic meters the preceding year. The competitive 
situation of natural gas, real or perceived, coupled with slower economic growth than last year, had an 
unfavourable impact on new sales in this market. 

In the industrial market, 22 new contracts were signed, representing additional deliveries of approximately 
41 million cubic meters per year, an increase of 28% over the preceding year. For the most part, these new 
contracts were for additional firm service load for existing customers. 


Operations 
Approximately 224 kilometres of new distribution pipelines were constructed in Québec, and 1,952 new 
customers connected. Vermont Gas connected 1,133 new customers and constructed some 25 kilometres 
of pipelines. 

System safety remains a top priority for the Partnership. Last year, the Partnership started a sectorization 
program for its system on the Island of Montréal. The system in downtown Montréal was divided into two sectors 
so that the Partnership could cut off gas supply more quickly in emergency situations. The program will continue 
over the next few years. 

Another preventive measure was implemented so 
that the Partnership could operate its liquefied natural 
gas facilities efficiently and safely in the event of an 
incident. As a result, duplicate control mechanisms 
now make it possible to also operate the plant from 
the Partnership’s head office. 

And lastly, the Partnership is extremely proud 
of its number-one ranking in a benchmarking exercise 
performed by the American Gas Association with 
respect to the quality of pressure regulation on its 
distribution system. 


Sectorization Project 


Human Resources 

2001 will be remembered as a very difficult year for Gaz Métropolitain’s personnel. The implementation of 
Phase | of an Enterprise Resource Planning system required a significant contribution from all employees both 
in terms of planning and managing change as well as training. In addition, the spike in gas prices, with all the 
consequences that entailed, did not make the job any easier for employees, such as customer service, sales 

and gas supply personnel, who deal with customers. And lastly, employees were asked to improve performance 
while keeping costs under control. 
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Following the announcement of early retirement and voluntary termination programs in October 2000, a number 
of employees took advantage of them, with the result that approximately 100 positions had been eliminated 
as of September 30, 2001. Despite this reduction, the Partnership’s remaining personnel is to be commended for 
maintaining operations with the same service quality standards. 
The initiative that has been underway for a number of years to create a solid partnership between manage- 
ment and union representatives was reflected in agreements on a number of important issues concerning, 
in particular, the elimination of positions and work organization, the early retirement program 
and the utilization of pension fund surpluses. 
Gaz Métropolitain’s Total Quality initiative (Défi Excellence) also provided a partnering 
Kt opportunity for management and all personnel. A “Corporate Team” was set up and given 
an initial assignment to make recommendations about measures to be taken to ensure that 
Excel ence executives, managers, specialized personnel, unions and other employees all contribute to 
the quality initiative. After completing this assignment, the Corporate Team, which includes 
representatives from the above-mentioned groups, intends to make recommendations about 
how to instil a business-oriented culture among employees. 
Gaz Métropolitain can be cited as an example in training matters. The premises occupied 
by the Ecole de technologie gaziére are being expanded to accommodate the ever-growing demand for training, 
not only for employees but also for fire-fighters, police, public safety personnel and gas technology students. 
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Regulatory Matters 


QUEBEC 

Since October 1, 2000, the Partnership has been operating under a new regulatory framework established for a 
five-year period and that represents the fruits of an agreement negotiated with various intervenors and approved 
by the Régie de l’énergie. For the 2001 fiscal year, the base rate of return on equity allocated to the Québec 
distribution activity was set at 9.60%, in accordance with the automatic adjustment formula that has been used 
for a number of years and that will continue to apply until 2003. An authorized incentive return of 0.78% was 
added based on forecast productivity gains for the fiscal year, but could not be attained, primarily because of the 
drop in deliveries. 

On September 27, 2001, the Régie approved the agreement between the intervenors it had recognized 
and the Partnership with respect to the rates applicable for the fiscal year starting on October 1. The new rates 
are up by 5.3% as a result of expected deliveries and an increase in transportation and storage rates. For the 
2002 fiscal year, the base rate of return on equity allocated to the Québec distribution activity has been set at 
9.67%, with an added potential incentive of 0.02% based on forecast productivity gains. The small productivity 
gains are due to delivery levels attributable to the competitive situation and are in no way a reflection of the 
organization’s performance. 

The proposal to unbundle rates was approved by the Régie on March 16, 2001 and became effective on 
October 1, 2001. From now on, in addition to the cost of gas, invoices will show the costs of each of the 
transportation, balancing and distribution services supplied by the Partnership. Large companies can now 
purchase their transportation and balancing services directly from third parties. This opportunity may eventually 
be offered to all customers. 
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Corporate Affairs 


The Régie also approved amendments to the Partnership’s financial derivatives policy, which allows the 
Partnership to use financial instruments to protect system gas customers against the volatility of gas prices. 
However, the Partnership’s request to provide customers with system gas at a fixed rate was rejected and 
other solutions are being looked into. 

In a decision dated April 12, 2001, the Régie took note of the Partnership’s financial results for the 
2000 fiscal year and the results in terms of service quality, and approved the sharing of over-earnings, with 
a $3,024,000 share for the Partnership. 


VERMONT 

The regulatory framework governing the operations of Vermont Gas is different from the framework for 

Gaz Métropolitain. It provides for a single rate that includes the commodity, transportation, balancing and 
distribution. Given the rise in gas prices in 2001, Vermont Gas had to apply for successive rate increases as well 
as the creation of a temporary deferred charges account in order to amortize the impact on customers. Without 
an automatic rate adjustment mechanism to reflect the cost of gas, and because rate decisions are not retroactive, 
Vermont Gas has, until now, had to use derivative instruments to fix the price of system gas, thereby eliminating 
the risk for the shareholder. 
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The Partnership implemented Phase | of the Enterprise Resource Planning system on budget and on time. The 
finance, procurement, maintenance and human resources modules went live on October 1, 2001. The process 
provided the Partnership with an opportunity to review its business processes in light of best industry 
practices. Phase II, which includes, among others, the customer service and billing modules, should 


Rois TEg’ be completed in March 2003. In March 2002, a sub-phase dealing with the system maintenance 
= ? 


module should be completed. 


BIN@ The Partnership continues to strive for improvements in its environmental performance and was 


180 14001 successful in obtaining ISO 14001 registration in October 2000. The objective of this international 


standard is to balance environmental protection and pollution prevention with socio-economic 


Fi Rw needs. External audits related to the ISO 14001 registration make it possible for interested parties to 


periodically ensure that the environmental management system is appropriate and is being applied. 

Furthermore, in connection with the performance incentive mechanism, $1.9 million was paid into the 
Energy Efficiency Fund that is managed in collaboration with consumer and environmental protection groups. 
These funds are in addition to the cost of the various aforementioned energy efficiency programs. 
Communications, Public and Governmental Affairs 
Because of the higher gas prices, Gaz Métropolitain had to increase its public relations efforts with customers, 
journalists, provincial and municipal authorities, and employees to keep them adequately informed about 
the situation. 

To strengthen municipal relations, Gaz Métropolitain set up two information sharing committees composed 
of elected municipal officials from the Fédération des municipalités du Québec in one case and the Union des 
municipalités du Québec in the other. The committees will contribute to a better understanding of municipal 
energy supply needs and the promotion of the potential of natural gas in economic development. 
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Gaz Métropolitain also pursued its commitment to the cultural community with sponsorships of events such 

as the Sorties du TNM and the Festival international de la chanson de Granby. The Partnership also played an 
important role with young people. In addition to financial contributions to a number of organizations that focus 
on issues they face, the Partnership was particularly involved with “Boulot vers...” and Projet 80, two organiza- 
tions that provide support for young people in their educational or professional endeavours. The involvement 

of Gaz Métropolitain’s personnel in the community is also worthy of mention. Employees do not hesitate to give 
generously of their time, energy and money for various activities such as the Centraide program, Christmas 
baskets or mentoring at the Ecole Hochelaga-Maisonneuve. In the regions, more than one hundred community, 
health and education organizations have been able to count on a contribution from Gaz Métropolitain. 


Government Relations 

In terms of government relations, the Partnership has submitted system development proposals for five regions 
in Québec in connection with the new Québec-Canada infrastructure program. The Partnership also wanted 
to ensure that the governments of Canada, Québec and the Maritimes were fully aware of the Cartier pipeline 
project and the importance of gaining access to East Coast gas. 
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Transportation 


Gaz Métropolitain’s transportation activities basically involve its joint investment with TransCanada PipeLines 
in TQM Pipeline and Company, Limited Partnership and its 20.7% interest in Portland Natural Gas 
Transmission System. 

With a 572-kilometre system in Québec, TQM transports approximately 65% of the natural gas required by 
Gaz Métropolitain, with the balance coming directly from the TCPL system. TQM also supplies PNGTS, which 
originates at the Québec/New Hampshire border and extends to the north of Boston. Total annual volumes 
transported on TQM are in the order of 4,640 million cubic meters, of which approximately 22% is moved 
to the United States. 

TQM is regulated by the National Energy Board. In addition to a base rate of return on equity, an incentive 
regime allows the Partnership to retain 50% of its productivity gains. The regime should be extended for five 
years starting in 2002. Downsizing initiatives already underway will continue. 

PNGTS is presently operating at nearly 60% of its capacity, which is in the order of 6 million cubic meters 
per day. Initial rates, set for three years prior to the start of the pipeline construction, are effective until March 
2002. As a result of construction cost overruns, PNGTS recently applied for regulatory approval for increases in 
the rate base and rates. At present, most of its volumes are transported pursuant to long-term contracts. 

The cost overruns for the construction of the PNGTS pipeline resulted in litigation. The largest was settled 
following an arbitration decision that partially recognized the prime contractor’s claim that it was faced with 
unforeseen weather conditions and environmental requirements. PNGTS will pay, from available cash and future 
cash flows, an additional US$30.6 million 
to the prime contractor in accordance with 


terms agreed upon by the Parties. This year again, as a result of 
the Dream House project of the 
Fondation Les Ailes de la Mode 
in which Gaz Métropolitain is 
an active participant, the Centre 
Immaculée-Conception received 
$60,000 for the Petit Cirque Gaz 
Métro. This project is organized 
for underprivileged children in 
the Hochelaga-Maisonneuve 
neighbourhood in Montréal. 
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Cartier 
Gaz Métropolitain and Enbridge, equal partners in the Cartier project, are contin- 
We charer te tan uing their efforts to connect the Québec and Ontario gas markets to the Atlantic 
coast’s new production basin. The project requires Maritimes and Northeast 
Pipeline to construct an extension of its current system between Fredericton 
_ LaPocatiere, og ig sy eee and the interconnection with Cartier at the Québec/New Brunswick border, near 


Cartier Pipeline 


New- 
Brunswick, 


S_ Québec 


Pa bee > Edmundston. At the instigation of Cartier, the qualification and rate methodology 
nee ‘applicable to the new M&NP installations are the subject of public hearings before 


SS 
/°S qa Cartier Pipeline 
ew Distribution 


Montmagny , 


| the National Energy Board. Cartier is asking the Board to ensure that M&NP’s 
‘transportation infrastructures which would serve Cartier be treated on an equitable 
‘basis in relation to infrastructures that serve the U.S. market. In other respects, 
demand for natural gas is such that the Atlantic coast reserves cannot respond 
as quickly as producers would like. 


Energy Services and Other Activities 

Gaz Métropolitain Plus Limited Partnership is responsible for unregulated energy services. During the 2001 
fiscal year, GMPLP began simplifying the organizational structure of the related entities with a view to creating 
synergies and efficiencies. The financial and administrative operations of the main entities were consolidated. 
What follows is a summary of the highlights for GMPLP and for certain subsidiaries, joint ventures and financial 
interest in energy services and other activities. 


I a 


Gaz Métropolitain Plus Limited Partnership 
The core business of GMPLP, a wholly-owned subsidiary of Gaz Métropolitain, is the distribution, maintenance, 
sale and leasing of heating and air-conditioning equipment. Set up as a separate entity in June 2000, GMPLP’s 
specialized personnel and Certified Partners provide high-quality integrated energy products and services to 
residential, commercial and industrial customers. 

Climatisation et Chauffage Urbains de Montréal, s.e.c. 

CCUM produces and distributes steam and hot and chilled water for heating and air conditioning. Some 20 large 
buildings in downtown Montréal and the Cité du Multimédia use its services. Since 1999, CCUM has invested 
$5.8 million in its systems. In 2001, CCUM produced and delivered some 548 million pounds of steam to its 
customers, an increase of 4.4% over the 2000 fiscal year. The operation of hot and chilled water systems 
commenced last year. 
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‘CableVDN 


“Aqua Data 


“Aqua-Rehabo 


Sofame Technologies 
Sofame Technologies, a public company in which Gaz Métropolitain has been a shareholder since 1999, designs, 
manufactures and markets a range of patented energy-efficient appliances for heating hot water by direct 
contact with natural gas and heat recovery. Sofame was awarded first prize by Expo-Contech Québec 2001 for 


_ its technological innovation in the building trade. 


In August 2001, the Fonds de solidarité FTQ acquired a 31% interest in Sofame for a little more than $2 million. 
This capital injection will. allow Sofame to intensify its marketing efforts at a time when energy efficiency and 
conservation are a top priority for all businesses. At the same time, Gaz Métropolitain converted a convertible 
debenture and a debt into shares, which increased its interest in Sofame’s issued and outstanding common 
shares to 34.5%. 
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The Partnership holds a 12.2% interest in Cable VDN, which owns a 250-kilometre network of fibre optics 
(or 20,000 kilometres of fibres) on the Island of Montréal. VDN provides cable services and Internet connections 
primarily to a residential clientele living in apartment buildings. VDN’s main competitive advantage in cable 
service is its ability to offer more channels at less cost. And, as a result of a complete wide band fibre optics 
network, VDN is responding to the needs of business customers in matters of data transfer and video and 
voice bands. In addition, VDN’s Internet service is four times faster than the competition. VDN is pursuing its 
development in spite of the current difficulties experienced by the telecommunications industry. 


Aqua Data, in which Gaz Métropolitain owns a 50% interest, performs computerized diagnoses of drinking 
water distribution systems and domestic and industrial wastewater collection systems. Last year, in addition to 
its activities in Québec and the United States, Aqua Data concluded licensing agreements in the United States 
as well as, more recently, a partnership arrangement with Malcom Pirnie, a U.S. engineering firm specializing 
in environment and, in particular, the assessment of underground infrastructures. 


Aqua-Rehab is a leader in water system maintenance, rehabilitation and intervention. The company, in which 
Gaz Métropolitain holds a 50% interest, is recognized for the efficiency and economy of its pipeline rehabilitation 
techniques compared to the alternative, which is replacement. In 2001, Aqua-Rehab increased its revenues by 
30% and captured more than 70% of the rehabilitation contracts awarded in Québec. It also was able to penetrate 
the U.S. market. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS 


Highlights 
The Partnership’s financial results are quite acceptable given the difficult, even unfavourable, competitive situation 
of natural gas during the first three quarters of the year. 

As a result of the spike in gas prices deliveries were down significantly in the industrial sector with certain 
customers opting for another energy source or cutting back on production. Volumes dropped by 20.3% from 
3.8 billion cubic meters in 2000 to 3.0 billion cubic meters in 2001. In the commercial and residential markets, 
the decrease was not as steep, with volumes of 2.6 billion cubic meters normalized for temperatures in 2001 
compared to 2.7 billion cubic meters the preceding year. The 3.2% decrease in these markets can be explained 
primarily by lower consumption as a result of the spike in natural gas prices and energy-saving awareness 
programs introduced during the year. Total normalized volumes were down 13.5% from 6.5 billion cubic 
meters in 2000 to 5.6 billion cubic meters in 2001. 

During the 2001 year, the Partnership earned income for Partners of $141.2 million, a decrease of $2.5 million 
(or 1.7%) compared to $143.7 million the preceding year. The impact of the decrease in deliveries on income 
was mitigated by vigilant gas supply management and lower operating expenses. 

Since the summer, natural gas has regained a significant competitive advantage in relation to regular-priced 
electricity in the commercial market, which includes small and medium-size companies as well as institutions, 
such as hospitals and schools. In the residential market, natural gas is on an even footing with regular-priced 
electricity, the main competition. In the industrial market, where no. 6 fuel oil is generally the energy alternative, 
even though the price differential has narrowed, the competitive situation remains unfavourable. 


Consolidated Operating Results 


Revenues 

Revenues rose by $434 million, or 26.6%, to $2.068 billion compared to $1.634 billion in 2000. This increase can 
be explained primarily by the increase in the price of system gas, which went on average from $3.93/gigajoule 
in 2000 to $6.79/ gigajoule in 2001 (+ 72.8%). However, natural gas purchased by the Partnership is billed at cost 
to customers in Québec and, therefore, has no direct impact on gross margin or Partners’ income. 

Gross Margin 
Gross margin is $541.8 million for the 2001 year compared to $533.4 million the preceding year. The net increase 
of $8.4 million, or 1.6%, is primarily due to the optimization of transportation and storage capacities in the Québec 
distribution activity. 


Expenses 

Operations and maintenance expenses of $172.2 million in 2001 were down by $3.9 million from $176.1 million 
the preceding year. Lower operating expenses for the Québec distribution activity and the sale during the year 
of a propane gas distribution subsidiary explain this decrease. Depreciation and amortization of $127.1 million 
are $6.3 million higher than the preceding year. Major investments in the distribution systems over the past few 
years are the main reason for the increase in depreciation and amortization in 2001. Interest on long-term debt 
is $95.4 million compared to $87.5 million in 2000, reflecting the increase in the debt load to finance higher 
inventories and accounts receivable as a result of the increase in gas prices during the year. Financial and other 
expenses, which include interest on short-term debt, are $5.9 million compared to $5.3 million in 2000. Total 
expenses increased from $389.7 million in 2000 to $400.6 million in 2001. The $10.9 million increase can be 
explained by the increase in depreciation and amortization and financial expenses. 


ap Partners’ income | s : cS gee Sree ae, os 
Partners’ income is down by $2.5 million to $141.2 million in 2001 from $143.7 million in 2000. The impact of 
the decrease in deliveries on income was mitigated by the optimization of transportation and storage capacities, 
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an increase in the rate base due to higher inventories and accounts receivable during the year, and the reduction 
in operating expenses. Results for the 2001 year include the Partnership’s $3.0 million share of overearnings 
of $6.0 million earned in 2000 by the Québec distribution activity. For the 2000 year, $5.5 million had been 
recorded in respect of 1999 overearnings. The results for the Québec distribution activity for the year ended 
September 30, 2001 will be filed shortly with the Régie de I'énergie and will show no overearnings. 

The average number of outstanding units of 110.5 million is the same as the preceding year. Partners’ income 
of $1.28 per unit for the 2001 year is down by $0.02 per unit. 
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Income Tax 
Because of the Partnership’s limited partnership status, income tax is not included in the calculation of 
Partners’ income. Such expense is, in principle, borne by each Partner. The Partnership has an agreement with 
the tax authorities on harmonizing as much as possible the rules for calculating income for tax purposes with 
regulatory accounting principles. For the year ended September 30, 2001, income for tax purposes exceeded 
distributions by 4.8% for federal purposes and 4.2% for Québec purposes. Partners that hold their units in 

a non-taxable vehicle, such as an RRSP, are not affected by the difference between income for tax purposes 
and distributions received. 


Financial Structure 

The Partnership’s balance sheet shows total assets of $2.3 billion, an increase of $86.7 million over the preceding 
year. This increase can be explained primarily by an increase in “Other” assets, i.e. deferred charges, goodwill and 
other ($111.8 million), as well as a net increase in property, plant and equipment ($10.0 million) and a decrease 
in current assets ($35.1 million). The increase in other assets is the result of an increase in deferred charges caused 
by higher prices for system gas ($86.3 million), computer development ($14.6 million) and new investments. 
The increase in property, plant and equipment is due to a $36.8 million increase in investments to develop and 
improve the various transportation and distribution systems coupled with a decrease of $26.8 million following 
the sale of the propane gas subsidiary in Vermont and the decrease in the rate base of TQM Pipeline and 
Company, Limited Partnership (“TQM”). And lastly, the decrease in current assets can be explained primarily 
by lower accounts receivable ($41.5 million), which is partially offset by slightly higher year-end inventories. 

The accounts receivable securitization program improves the utilization of the Partnership’s financial 
assets. As at September 30, 2001, the value of the accounts receivable that had been securitized amounted 
to $63.0 million ($37.0 million less than the $100.0 million limit negotiated with a financial institution), 
compared to $43.0 million as at September 30, 2000. 

Long-term debt is made up of fixed rate first mortgage bonds with various maturities up to October 2030 
issued by the Partnership and of the pro rata share of those issued by TQM. As at September 30, 2001, total out- 
standing bonds amount to $856.5 million ($734.5 million in 2000). The Partnership’s policy is to fix interest rates 
on approximately 75% of its long-term debt and leave the balance at floating rates. As at September 30, 2001, 
75% of long-term debt is at fixed rates. 

The Partnership has various lines of credit, including a term loan of $300 million and operating lines totalling 
$193 million. The term loan can be used to finance the Partnership’s current operations and capital expenditures 
or to support its commercial notes program. As at September 30, 2001, total borrowings are $234.6 million 
($282.1 million in 2000). No repayments of the term loan are required before April 30, 2005. 

Subsidiaries and joint ventures have term loans of $188.4 million and operating lines of $57.4 million. 

As at September 30, 2001, actual borrowings of subsidiaries and the share of joint venture borrowings total 
$207.6 million ($206.0 million in 2000). 

The operating lines of the Partnership and its subsidiaries and joint ventures are sufficient to meet seasonal 
cash flow requirements for the 2002 fiscal year. 

Partners’ equity of $811.8 million as at September 30, 2001 is up by $5.9 million over the preceding year, 
which can be explained by translation adjustments of $5.0 million on investments in the United States and a 
$0.9 million excess of Partners’ income over distributions. 
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As is indicated in the financial statements, the Partnership occasionally makes use of financial derivatives to 
stabilize the cost of natural gas. The Partnership had its new derivatives policy approved by the Régie de |’énergie 
during the past year for the distribution of gas in Québec. This policy establishes the parameters for using financial 
instruments to protect customers against the volatility of system gas costs. It is important to point out that, on 
average, for natural gas distributed in Québec, the unit cost of this protection represents only $0.30/gigajoule for 
total forecast system gas volumes for the next three years. Moreover, gains or losses attributable to these financial 
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instruments are reimbursed or recovered through gas supply rates in accordance with the method approved 


by the Régie. 


In addition, the Partnership and certain-subsidiaries and joint ventures use swaps to hedge against possible 
interest rate hikes or foreign exchange fluctuations. In line with the Partnership’s policy, derivative products are 
only used to cover risks flowing from actual transactions and cannot be used for speculative purposes. 

The Partnership’s financial structure and stability have enabled it to obtain credit ratings from Standard & 
Poors (U.S.) of A for its long-term bonds and A-1(low) for its commercial paper. Its A/R1 (low) ratings by Canada’s 
Dominion Bond Rating Service were maintained. 

As at November 15, 2001, the closing price of the Partnership’s units was $17.30 on the Toronto Stock Exchange. 


Consolidated cash flows, before changes in non-cash working capital items, total $297.5 million compared to 
$265.9 million generated during the preceding year, an increase of $31.6 million or 11.9%. The $5.4 million 
increase in depreciation and amortization and the decrease in deferred transportation and balancing charges 
and the rate stabilization accounts more than offset the $2.5 million decrease in income for the past year. 
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(in millions of dollars) 


The rate stabilization account normalizes revenues upward or downward based on volumes 
that would have been sold in Québec if temperatures had been normal. However, this does not 
involve any receipt or outlay of funds in the year volumes are normalized. Revenues were adjusted 
upward by $5.3 million in 2001, compared to $29.1 million in 2000. This can be explained by 
temperatures that were colder than in 2000 but warmer than normal. The regulatory mechanism 
provides that the Partnership may, starting in the second subsequent year, recover the annual 
adjustment in its rates over the next five fiscal years. 

Non-cash working capital items generated $25.6 million compared to $75.8 million used 
in 2000. Funds generated in 2001 result primarily from the decrease in the cost of natural gas 
included in accounts receivable at year-end. For example, the price of system gas in Québec 
sold to customers on September 30, 2001 was $4.48/gigajoule, compared to $5.38/gigajoule 
on September 30, 2000. Operating activities, after the change in non-cash working capital items, 
generated $323.0 million during the past fiscal year, compared to $190.0 million in 2000. 

The Partnership made investments of $257.9 million in 2001, compared to $142.7 million in 
2000, an increase of $115.2 million. Deferred charges of $172.1 million are up by $119.5 million 
over 2000. This significant increase is primarily due to increases related to the price of natural 
gas and information technology expenses. 


git eae Acquisitions of property, plant and equipment are down by $5.2 million in 2001 to 
26 $80.8 million, which can be explained primarily by slightly lower investments in Québec distri- 
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2001 


bution activities as a result of the difficult competitive situation. Net funds used for investments 
and customer loans of $5.0 million are up $1.0 million over 2000. The Partnership invested 
$6.0 million in convertible debentures of Cable VDN inc. 
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During the past year, the Partnership issued $125 million of 30-year first mortgage bonds bearing a coupon 
of 7.05%. The proceeds of the issue were used to reduce current debt, finance capital expenditures as well as 
for other general purposes. 
Distributions to Partners in 2001 amount to $140.3 million, compared to $137.0 million the preceding 
year. Effective January 1, 2001, quarterly distributions were increased from $0.31 per unit to $0.32 per unit. 
_ Distributions per unit total $1.27 in 2001, compared to $1.24 in 2000. This is in line with the Partnership’s policy 
of distributing virtually all of its income in each fiscal year. 


Activities by Sector 
As described in the note on segmented data (Note 13 to the consolidated financial statements), the Partnership’s 
three sectors of activity are the distribution and transportation of natural gas, and energy services and other activities. 
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The distribution of natural gas in Québec is the Partnership’s core business. This sector 
includes the natural gas distribution activities of the Northern New England Gas Corporation 
(“NNEG”) group in Vermont. 

The natural gas transportation activity includes a 50% interest in TQM and a 20.7% interest 
(19.1% in 2000) in Portland Natural Gas Transmission System (“PNGTS”). This sector also 
includes the activities of the Champion Pipe Line Corporation Ltd. (“Champion”), a subsidiary. 

Energy services and other includes the Partnership’s unregulated activities, in particular the 
activities of Gaz Métropolitain Plus Limited Partnership and Climatisation et Chauffage Urbains de 
Montréal, a wholly-owned subsidiary. Investments in Aqua Data inc./Stelem inc., Aqua-Rehab inc. 
Group and Sofame Technologies inc. are also included in this sector. 

The Partnership’s assets consist mainly of property, plant and equipment used for the 
distribution of natural gas. Of total assets of $2.3 billion, 78% are related to the distribution 
sector, 19% to transportation activities and 3% to energy services and other, which is similar 
to 2000. 

Distribution revenues include the cost of natural gas, which, as has already been explained, 
has no impact on the Partnership’s results. Gross margin provides a better indication than 
revenues of the Partnership’s performance. Distribution and transportation activities generate 
96% of the gross margin of $541.8 million. The rates that generate this portion of the gross 


margin are set by regulatory bodies based on the approved cost of service, including a return on equity 
employed. Energy services and other generated 4% of the Partnership’s consolidated gross margin in 2001. 
In 2001, the distribution and transportation sectors generated all of the Partners’ income. 
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Distribution Sector 

The Partnership delivers approximately 97% of the natural gas consumed in Québec. Vermont 
Gas Systems, Inc., a subsidiary of NNEG, is the sole gas distributor in Vermont. In 2001, deliveries 
in Vermont represented 4% of the Partnership’s total deliveries. 

The increase in the price of natural gas affected deliveries in 2001: 5,639 million cubic 
meters in 2001, compared to 6,348 million cubic meters for the preceding year, a decrease of 
11.2%. If temperatures had been normal, deliveries would have been 5,676 million cubic meters 
in 2001, compared to 6,559 million cubic meters in 2000, a decrease of 13.5%. 
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In Québec, the Partnership benefits from a normalization mechanism for its distribution revenues 
based on normal temperatures. As temperatures have been warmer than normal over the past 
few years, the normalization of volumes represented 36.8 million cubic meters in 2001 and 
211.0 million in 2000. 

In the industrial market, deliveries are 3,023 million cubic meters in 2001, compared to 
3,791 million cubic meters the preceding year. The 20.3% decrease is largely attributable to 
lower consumption by industrial customers on interruptible service that used another source 
of energy. However, contracts with these industrial customers provide for annual minimum 
consumption, which prevents revenues from falling below these minimum levels. 

Deliveries to commercial and residential customers increased by 2.3% over the preceding 
year, which can be explained by colder temperatures in 2001 than in 2000. Normalized volumes 
were down 3.2% from 2000. The significant increase in natural gas prices and its impact on 
customers’ bills provided an incentive for customers to save energy. 

In 2001, the Partnership sold its 51% interest in VGS Propane, a propane gas distributor 
in Vermont. In a context of rapid market consolidation, the original prospects for VGS Propane 
were no longer there. The impact of the sale of this investment on the Partnership’s consolidated 
results is negligible. 

Capital expenditures in the distribution sector totalled $73.9 million in 2001, compared 
to $79.1 million in 2000. Investments in 2001 include the construction of 249 kilometres of 
pipeline, system improvements, in particular with respect to safety, and various general expenditures 
e.g. buildings and vehicle fleet. 

The distribution sector has 184,489 customers, 150,918 in Québec and 33,571 in Vermont. 
To serve these customers, the Partnership had, as at September 30, 2001, 1,182 employees in 
Québec and 108 in Vermont. Operations and maintenance costs for the distribution sector are 
down by 1.9% to $143.1 million in 2001, compared to $145.9 million in 2000. Depreciation 
and amortization is $107.8 million in 2001, compared to $103.9 million for the preceding year. 
Interest on long-term debt is $70.4 million in 2001, compared to $63.5 million in 2000. 

And finally, the distribution sector generated income of $134.6 million in 2001, compared 
to $135.2 million in 2000, a decrease of $0.6 million. 


Transportation Sector 

The transportation sector includes the activities of the wholly-owned subsidiary, Champion, the 50% interest 

in TQM and the 20.7% interest in PNGTS. TQM operates a 572-kilometre transportation system. An original 
355-kilometre line extends from Saint-Lazare, west of the Island of Montréal, to Saint-Nicolas, in the suburbs of 
Québec City. This section was put in service in 1982. A 217-kilometre extension that was completed and put into 
service in 1999 extends from its mainline in Lachenaie to East Hereford, at the Québec/New Hampshire border. 
The 489-kilometre PNGTS pipeline originates at East Hereford and crosses parts of New Hampshire, Maine and 
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Massachusetts to the suburbs of Boston. It commenced operations in March 1999. Champion 
serves the Abitibi-Témiscamingue region in Québec with two gas pipelines totalling 98 kilometres. 
Champion and TQM are regulated by the National Energy Board in Canada. PNGTS is 
regulated by the Federal Energy Regulatory Commission (“FERC”) in the United States. PNGTS’ 
rates are set based on cost of service and volumes forecast by the promoters of the gas pipeline. 
PNGTS concluded 20-year agreements with its first customers. Pursuant to these agreements, it 

has committed to freezing its rates until March 2002, after which time they will be adjusted in 
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ro tration accordance with the cost of service authorized by the FERC. A rate revision application was filed 


pipeline 


1,200 


with the FERC on October 1, 2001. Approximately 60% of the PNGTS capacity is under long- 
term contracts, which at current rates covers its expenses. 


1,100 


aes fs}2H8 For 2001, gross margin for the transportation sector is $59.3 million, compared to 
900 =i spk $60.1 million in 2000. Operations and maintenance costs are $9.7 million in 2001, compared 
a 4 H [- _ to $11.4 million in 2000. Depreciation and amortization amount to $16.4 million in 2001, 
0 [| [| | compared to $14.4 million in 2000. Interest on long-term debt of $22.6 million is up by 
400 —=l | f ($0.7 million over 2000. 
The transportation sector generated net income of $10.3 million for the current year, 


teeter nO oi compared to $12.0 million in 2000. The difference can be explained by the increase in 


depreciation and amortization. 


Energy Services and Other 

Revenues from unregulated activities amounted to $48.0 million in 2001, compared to $45.3 million in 2000. 
The higher revenues reflect the growth in sales for certain subsidiaries, in particular Climatisation et Chauffage 
Urbains de Montréal, Aqua Data and Aqua-Rehab. Gross margin rose by $1.3 million in 2001 to $21.6 million 
over the 2000 year. 

Operations and maintenance expenses are $17.6 million in 2001, an increase of $2.2 million over the 
preceding year, which can be explained by a full year of operations for Gaz Métropolitain Plus. Partners’ income 
decreased from $0.5 million in 2000 to a loss of $1.4 million in 2001. The creation of Gaz Métropolitain Plus, 
an independent entity that owns a number of subsidiaries and joint ventures, resulted in reorganization and 
restructuring costs that had a negative impact on profitability during the 2001 year. 


Subsequent Event 
Effective October 1, 2001, the Partnership will adopt the accounting recommendations in new Section 3062 — 
Goodwill and Other Intangible Assets of the Handbook of The Canadian Institute of Chartered Accountants. 
Accordingly, the Partnership will no longer amortize unamortized goodwill of $24,002,000 as at September 30, 
2001. Amortization for the 2001 fiscal year amounts to $1,172,000. However, goodwill should be subjected 
to an amortization test based on fair value. 

Depreciable intangible assets will be subject to an amortization test in accordance with the provisions of 
Section 3061 — Property, Plant and Equipment, based on the recovery of their net carrying amount. 


Risks and Uncertainties 

The Partnership’s core business is the distribution of natural gas in its exclusive service areas in Québec and 
Vermont. Its ability to achieve sound financial results is mainly dependent on the competitiveness of natural gas in 
relation to other energy sources, the evolution of interest rates, the economic context in which the businesses it 
serves are operating and the decisions rendered by the regulatory bodies, in particular by the Régie de |’énergie 
with respect to rates and authorized return on Partners’ equity allocated to Québec distribution. The base rate 

of return authorized by the Régie de l'énergie is determined by a formula that fixes the return as a function 

of forecast Canadian long-term interest rates. The base rate of return has been fixed at 9.67% for the 2002 fiscal 
year, compared to 9.60% for 2001. It can be increased depending on productivity gains determined in 
accordance with the new performance incentive mechanism approved by the Régie effective with the 2001 fiscal 
year. The incentive will reward the Partnership for generating a greater return on investments, optimizing asset 
use and exercising tighter control over its costs. 

The Partnership’s income growth over the longer term will depend in particular on the increase in investments 
related to the development of its distribution and transportation systems or the construction of gas pipelines or 
acquisitions. To a lesser extent, growth will also come from its ability to develop its unregulated activities. At this 
point in time, the main concern is gas price levels following the major fluctuations of the past two years. 
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After peaking in the 2001 winter, prices have fallen by approximately 50% since spring in a context where supply 
has increased and demand has decreased as a result of the deteriorating economic situation. However, increased 
demand for electric generation using natural gas in the United States might place upward pressure on prices for 
this energy source, particularly in a context of economic recovery on the North American continent. Greater access 
to the U.S. market for Canadian gas and the rapid development of reserves in the northwestern and northeastern 
parts of the continent will have an impact on the supply of natural gas in the future. 

OPEC producers may find it difficult to maintain their prices in the face of a global economic slowdown 
and a war on terrorism. Light and heavy fuel oil prices are relatively attractive for certain users. Electricity has the 
greater share of the residential market, and its stable price makes competition more difficult even if natural gas 
is on an even footing. In the commercial market, the electricity distributor is targeting certain market segments 
with offers that may prove attractive for certain customers. However, natural gas is benefiting once again from 
a favourable competitive situation. 

If the difficult competitive situation experienced in 2001 were to recur in the future, certain industrial 
customers and other large users might decide not to make long-term commitments for significant volumes. 
However, there are considerations other than price that are also a factor when choosing an energy source. 

Ease of use, consumption-based billing and respect for the environment are characteristics that make natural 
gas a preferred choice. 

The future financial performance of PNGTS will be related to obtaining new rates from the U.S. regulatory 
authorities based on gas pipeline construction costs approved by the FERC. The financial performance of PNGTS 
will also depend on its ability to increase transportation volumes. 

And finally, on October 1, 2001, the Partnership successfully implemented Phase | of the Enterprise Resource 
Planning system that uses SAP technologies for all administrative functions in the Québec distribution activity. 
The project was carried out on schedule and on budget. Phase II, which covers customer relations and billings will 
require significant resources and investments over the next two years. The scope of the project involves business 
risks normally associated with the implementation of this type of system. For the time being, management does 
not foresee any issue that would prevent successful completion of the second phase in terms of scope, timetable 
or budget. It has made it a top priority for the organization. 


Outlook and Priorities for the 2002 Fiscal Year 

The Partnership is starting a second year under its new regulatory framework for the Québec distribution activity, 
which, given the difficult market context, served customers and investors well in 2001. The challenge for the current 
and future years will be to continue the profitable development of the distribution activity based on increasing 
the customer base in all market segments, exercising tight control over expenses and ensuring the safety and 
reliability of the system. Financial performance is heavily dependent on the state of the economy and the demand 
for natural gas. In spite of the events of September 11 in the United States and the resulting acceleration of the 
recession, the Partnership is aiming for results that are similar to 2001. In the distribution activities in Vermont, 
where the competitive situation of natural gas in relation to electricity is very favourable, the Partnership intends 
to pursue development. The forecast stability of gas prices for next winter gives reason to expect strong financial 
performance from Vermont Gas in 2002. 

The Partnership does not foresee any major changes in the transportation sector over the next year. However, 
results could be affected positively by the performance of PNGTS that will be entitled to revise its rates starting in 
the spring 2002. In the Energy Services sector, Gaz Métropolitain Plus should become profitable following a year 
in which the companies in the group were reorganized. The other unregulated activities, which centre on the 
diagnostics and rehabilitation of water and waste water systems, should continue to seize business opportunities 
arising from public sector infrastructure rehabilitation programs. 
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MANAGEMENT'S AND AUDITORS’ REPORTS 


Management’s Report 
on the Consolidated Financial Statements of Gaz Métropolitain and Company, Limited Partnership 


The consolidated financial statements of Gaz Métropolitain and Company, Limited Partnership and all of the 
information in this report are the responsibility of the management of Gaz Métropolitain, inc., acting in its capacity 
as General Partner of Gaz Métropolitain and Company, Limited Partnership. It is management's responsibility to 
select the appropriate accounting policies and to exercise its best judgement in determining reasonable and fair 
estimates based on Canadian generally accepted accounting principles and decisions from the Régie de |’énergie. 
Financial information found elsewhere in this report is consistent with the consolidated financial statements. 

Management maintains accounting and internal control systems that are designed to provide reasonable 
assurance that accounting records are reliable and assets are safeguarded. 

The Board of Directors assumes its responsibilities for the financial statements primarily through the Audit 
Committee, made up solely of outside directors. The Audit Committee reviews all of the information in this 
report as well as the annual financial statements and recommends their approval to the Board. The Audit 
Committee also examines on a continuous basis the quarterly financial results, the results of internal and external 
audits of accounting methods and the system of internal controls. The Audit Committee also recommends to 
the Board the appointment of external auditors. The external and_internal auditors are free to communicate with 
the Audit Committee. 

The firm of Raymond Chabot Grant Thornton has been given the mandate to audit the consolidated financial 
statements of Gaz Métropolitain and Company, Limited Partnership in accordance with Canadian generally 
accepted auditing standards. Their audit included the tests and other procedures they deemed necessary under 
the circumstances. Their independent opinion on the financial statements is presented hereinafter. 


Dron 


Robert Tessier Luc Sicotte 
President and Chief Executive Officer Vice President and Chief Financial Officer 
Gaz Métropolitain, inc. Gaz Métropolitain, inc. 


Montréal, Canada 
November 13, 2001 


To the Partners of Gaz Métropolitain and Company, Limited Partnership 


We have audited the consolidated balance sheets of Gaz Métropolitain and Company, Limited Partnership as 

at September 30, 2001 and 2000, and the consolidated statements of income, Partners’ equity and consolidated 
cash flows for the years then ended. These financial statements are the responsibility of the management of 
Gaz Métropolitain, inc., acting in its capacity as General Partner of the Partnership. Our responsibility is to express 
an opinion on these fenhcal statements based on our audits. 

We conducted our audits in accordance with Canadian generally eeceoted auditing standards. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used 
and significant estimates made by management, as well as evaluating the overall financial statement presentation. 

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Partnership as at September 30, 2001 and 2000, and the results of its operations and its cash 
flows for the years then ended in accordance with Canadian generally accepted accounting principles. 


Raymond Chabot Grant Thornton 


General Partnership 
Chartered Accountants 
Montréal, Canada 
November 13, 2001 
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CONSOLIDATED INCOME 


Years ended September 30 (in thousands of dollars) POE lh: : 2 a, a, . 2001 Dee 2000 : 
Revenues $2,068,346 $1,633,736 
Direct costs _ e191, 526,562.00 1,100 310 Pee elie 
Gross margin PLIES 
Expenses 

Operations and maintenance 172,203 176,109 

Depreciation and amortization (Notes 2, 3 and 4) 127,111 120,797 

Interest on long-term debt ~~ 95,430 87,464 

Financial and other MES BOGUS DS SAd Z 


Partners’ income $ 141,164 $ 143,722 


Weighted average number of outstanding UMNiUtS (in thousands) 110,469 110,469 
Partners’ income per unit (in dollars) , $ 1.28 $ 1.30 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


CONSOLIDATED PARTNERS’ EQUITY 


_Years ended September 30 (in thousands of dollars) Fe pares oA sc el Race Se lade Se aes _2001 eee Ss VAL, Ue ee on 
Capital 
Balance, beginning of year $ 798,381 $ 791,640 
Partners’ income Bo A, 2 
; 939,545 935,362 


“i Distributions to Partners eek, ea 
_Balance, end of year 


poems AL) ) Eee 


ITRSEETIS PRED IES 


Translation adjustment 


Balance, beginning of year 7,579 5,183 
ASS Ls Se <= At roan a ee : 
. Balance, end of | ear aepiceTSresk 12,595 595. CIE el Sess 
Partners’ equity $ 811,845 $ 805,960 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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CONSOLIDATED BALANCE SHEETS 


As at September 30 (in thousands of dollars) 


FEA SES RPL LITA SELLE IE 


Assets 
CURRENT ASSETS 
Cash ; $ 3,708 $ 4,081 
Trade and other receivables 32,757 74,267 
Inventories 216,534 207,598 
Prepaid expenses ee 


PE EI EI LILES EINE ENOL PATI EERE Se __259,376 PLM = ie 
PERTY, PL PLANT A AND D EQUIPMENT IT (Note 2) te 2) ‘ _1,750,700 ts E d 740,645 


OTHER ITEMS 
Deferred charges (Note 3) 292,833 191,736 
Goodwill and other (Note 4) AG Bie 36,087 
et Sie = 339,620 Soe am 


«$2349 696 $2,262,939 


PS LES ERLE 


Liabilities 
CURRENT LIABILITIES 
Bank borrowings (Note 6) $ 38,441 $ 33216 
Accounts ee and accrued liabilities 229,086 228,486 
270, 626 265,424 
LONG-TERM DEBT (Note 7) 1,267,225 1,189,766 
ti a A _.NON-CONTROLLING INTEREST i ~/ 0 aaa 2 a TG Pre 1,789 


“1,537,851 —*1,456,979 


scrceneetioinnienietcminatete ee AIETS' CCPUTEY (Note 0) ct llr eeeteedicttetunie oe esecbecie te neces ee 


$2,349,696 Tas $2,262,939 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 


On behalf of the Board of Directors of Gaz Métropolitain, inc., 
in its capacity as General Partner 


Dyk, Mee 


Robert Tessier Réal Sureau 
Director Director 
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CONSOLIDATED CASH FLOWS 


REESE STRUT CC EE CTS RL Es BY a dc a a 2 
Operating activities 
Partners’ income $ 141,164 $ 143,722 
Non-cash items: 
Depreciation of property, ola and equipment 82,741 78,026 
Amortization of deferred charges and issue expenses 44,374 43,678 
Amortization of goodwill 1,172 1,226 
Reduction in deferred charges related to natural gas arenspar eau and storage 32,329 28,924 
Rate stabilization accounts (5,274) (29,050) 
SEAT LE VIE USCS 6 ul S IE Us ec EE ALA) eee 
aca tana eanareay aE : = DIMA ae 


Change in non-cash worming capital items (Note 9a) eee 25847) 
Cash flows related | to 1 to operating activities _ ee 190,003. 
Investing activities 
Purchases of property, plant and equipment (80,833) (86,012) 
Deferred charges : ’ (172,070) (52,624) 
Investments and customer loans oe (4,021) 
Cash flows related to im ng activi es ale ck RMAC ih 20 ah a 42,657) ae 
Financing activities 
Change in bank borrowings - 4,536 (12,926) 
Change in term loan (50,938) 2567, 
Other long-term debt: 
Issue 125,139 153,906 
Repayments (4,799) (84,463) 
Non-controlling interest 859 429 
Distributions to Partners eee A ee ethos 50: (140,295). (136,981) 
_Cash flows related to financing activities | cme ett Bee I (52 4B 


Net decrease in cash and cash equivalents (373) (5,122) 
oe Cash and cash equivalents, beginning of year SEES DS SAE BRODIE al ee _4,08 Dy EBERLE ER I, 203 PRT LOD AS 
Cash and cash equivalents, end of year $)293;708 $ 4,081 


The accompanying notes to the consolidated financial statements are an integral part of these statements. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


(All tabular amounts are in thousands of dollars.) 
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Principles of consolidation 


Regulation (i a See 


; Cash and cash equivalents Ts Hi 


Inventories 


1. Summary of significant accounting policies 


The consolidated financial statements of Gaz Métropolitain and Company, Limited Partnership (hereinafter the 
“Partnership” or “GMCLP”) are prepared in accordance with Canadian generally accepted accounting principles. 
In preparing the consolidated financial statements, the Partnership’s management has to make estimates and 
assumptions that have an impact on the assets and liabilities shown in the balance sheet, the contingent liabilities 
noted as at the date of the financial statements and on the revenues and expenses presented in the statement 

of income for the year. Actual results may differ from these estimates. 


EEE LENT DE ORS NTS STRRES a SoS ETSY 


SN 


The consolidated financial statements of the Partnership include the accounts of GMCLP and its subsidiaries. 
In addition, the investments in joint ventures are accounted for under the proportionate consolidation method. 
Other investments are recorded at cost. 


SR NU 


GMCLP is engaged primarily in the distribution of natural gas by pipeline in Québec. This activity (hereinafter 
“GMCLP-QDA”) is regulated and distribution rates are fixed by the Régie de |’énergie (hereinafter the “Régie”) 
and the system development and marketing activities are subject to its supervision and control. 

The Act respecting the Régie de l’énergie provides that the natural gas supply rate must reflect the actual 
acquisition cost of the distributor as well as any other supply condition allowed by suppliers. In Decision D-95-44, 
the Régie approved a periodic adjustment mechanism to the price of gas. In Decision D-90-42, the Régie approved 
an automatic rate adjustment mechanism, upward or downward as necessary, that allows the distributor to 
reflect cost variations arising from changes to the rates of its transportation and storage service suppliers and to 
the cost of compression gas in its own rates. 

The Act respecting the Régie also provides that distribution rates are set to enable the distributor to recover 
the cost of providing the service, to obtain a reasonable return on the rate base recognized by the Régie and to 
improve its performance by providing incentives. 

In decision D-90-75 issued on December 19, 1990, as part of the corporate reorganization of August 12, 1991, 
the Régie determined that the rate of return on the rate base would be set using an “adjusted” capital structure. 
With this structure, Partners’ equity allocated to the Québec distribution activity is in the order of 46%, including 
38.5% that is compensated on the same basis as corporate common shares and 7.5% on the same basis as 
preferred shares. For regulatory purposes, GMCLP-QDA’s operating expenses include deemed current income 
taxes, large corporations tax and capital tax. These deemed taxes are calculated as if GMCLP were a taxable 
Canadian corporation, notwithstanding the tax status and the tax rate of the Partners. 

In addition, the Régie, in exercising its powers, renders decisions with respect to the use by GMCLP-QDA 
of certain accounting practices which differ from those otherwise applied in unregulated businesses, in particular 
with respect to certain deferred charges including rate stabilization accounts, property, plant and equipment and 
their related depreciation, income taxes and employee future benefits. 

Certain activities of subsidiaries and joint ventures are regulated by bodies such as the National Energy Board 
(hereinafter “NEB”), the Federal Energy Regulatory Commission and the Vermont Public Service Board. 


BES LAER EBELL ALIS GLEBE LBL AD STADE TE EINE LES ALS EE IEICE 


Cash and cash equivalents consist of cash and very liquid short-term investments with a maturity of three months 
or less when purchased. 


ROOTED SERED TTR EAE ESATA DEE LTS IED ELC BEELER EIDE ET DEE RELAE ERS SLEEP EPNIE 


Natural gas in storage is carried at average cost using the monthly adjustment method, approved by the Régie, 
which provides for the total cost to be charged to customers. Inventories of materials and supplies are carried at 
the lower of average cost and replacement value. 
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PELE LR IRI IDEN TY ELE LE 


PERSE SSS SETLIST ANS 


SESE GAIL PIE ITE NEE ENE IGE 


LTO A SIRO 


SAP TLE USENET SETS 


Revenues 


Income taxes 


Property, plant and equipment 

Acquisitions, replacements and improvements are recorded at cost, including direct costs, general and 
administrative expenses and an allowance on funds used for certain construction projects as accepted by 
regulatory authorities. The historical cost of retired properties related to the distribution system and the 
retirement costs are applied against accumulated depreciation when the properties are retired. Under this 
method, no gain or loss on disposal of assets is realized. 

Depreciation is calculated using mainly the straight-line method based on the residual useful lives of the 
existing assets. The rates are periodically revised and approved by the Régie and include recovery of the unamor- 
tized cost of existing assets, estimates of the future costs of retiring the properties and the profit and loss upon 
disposal of properties already retired. 


SOMITE ESTED EUSHESS SERA PLL SILI CLI ESE ELLIE LILLIE BRE ENE IODIDE LEAR AEN ENE IATL SV LCE AEE ON EAE LET OTH RII ELE ELE SIE IRER 


Deferred charges 
GMCLP defers certain charges that are amortized and recovered in its rates over various periods not exceeding ten 
years depending on the nature of such charges. 

To alleviate the effect of unpredictable and uncontrollable factors on its operations, the principal one being 
the impact of temperature fluctuations on its revenues, GMCLP-QDA is authorized by the Régie to maintain 
various rate stabilization accounts. Beginning in the second subsequent year, annual fluctuations are amortized 
over five years and recovered in rates. 


CSS Aa DUNS EIR TR EOE iS SURAT LY SAT ET TAIT EP RE ESE SEN RTA SES NBS BREA TE UP TEE STATED 


Goodwill 
Management reviews goodwill annually to determine the possible loss in value by comparing the real value 

of its investments in its subsidiaries and joint ventures with undiscounted future cash flows. If economic factors 
and related conditions appeared to indicate a permanent loss of value, GMCLP would then recognize the loss 
of value in the current year. 


SSSA ET FES GTEES — —— SS ORE CIOS SRR ARETE SPE 


Development activities 
The costs related to development activities are capitalized except in cases where GMCLP does not have reasonable 
assurance that these costs will be recovered in the future. 


Foreign currency translation 
Long-term debt payable in foreign currency is translated into Canadian dollars at the rate of exchange prevailing 

at year-end or, as the case may be, at rates prescribed in forward exchange contracts used for hedging purposes. 
Unrealized gains and losses on exchange are deferred and amortized over the balance of the refund periods. 

The assets and liabilities of foreign subsidiaries that are self-sustaining with respect to financing and operations 
are translated into Canadian dollars at the rate of exchange prevailing at the balance sheet date. Revenues and 
expenses are translated at the average rate prevailing during the fiscal year. Gains and losses are shown under the 
caption “Translation adjustment” in the consolidated Partners’ equity. 


RI AEST TER NSN PSE RE TELL ES NOD OE LL SS LTTE ITT 


Revenues include estimated volumes delivered but not billed at the end of the year as well as the impact of rate 
stabilization accounts resulting from temperature fluctuations. Overearnings, if any, which are recognized following 
the Régie’s decision, are deducted from revenues. 


GMCLP as well as its subsidiaries and joint ventures formed as limited partnerships do not show income tax 
expense since under existing legislation it is the Partners who are taxable. 

Subsidiaries and joint ventures formed as corporations use the tax liability method to record income taxes, 
with the exception of one subsidiary that uses the taxes payable method, as authorized by the NEB. 
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Sanploye Pattie Benefits 


Unit- er Comncnsaiiens 


1. Summary of significant accounting policies (continued) 


EEE SION OE a aa a 


GMCLP-QDA charges pension contributions and post-retirement to income as the amounts are disbursed in 
accordance with the most probable assumptions with respect to the forecast return on the plan’s assets, salary 
increases and retirement age. 

GMCLP’s subsidiaries and joint ventures record post-retirement benefits in accordance with the accounting 
practices prescribed by the CICA. Pension contributions of defined contribution plans correspond to the amount 
of the contributions made. The cost for defined benefit plans and other post-employment benefits is determined 
by actuarial calculation based on a projected benefit method prorated according to eligible years of service and 
is expensed as the services are rendered by the employees. 


LPREL LTS VES PLOT MT DSTI SE BELG GSO LO BOLI YI OLD LYRE EEL PILED DOG NT LESTER SLE LEE ENE, EL ABA ETT TEIN 


GMCLP offers a unit option plan to named executives. No expense is charged to income when unit options are 
granted to these employees. The consideration received from the employees when they exercise the options will 
be credited to capital. 


2. Property, plant and equipment 


seancnnaigate OL UTS NR e200 St eee eee Cela 2000 
eee oD has WH Oe Beat pmictanainiea i Net Boe TRS a 2 w-akeaanitaied Net book 
a ee Cost et _depreciation ee Me sok VAIUC ne — eh Seg eee _Cost depreciation value 
Sones $ 24510 $ 12,360 $ 12,150 $ 23,842: 1 $11,712 eae 
Transportation 852,453 340,013 512,440 825,685 311,676 514,009 
Distribution 1,943,046 605,236 1,337,810 1,889,988 555,809 1,334,179 
General plants) 180.363) 373.2210) 9 107/142) eS 74616 Se Ie 107,488 
eT 000, 372 ly 030, 830 a 969, BAD urea: 914,131 "946, 325 1,967,806 

Government i 

i grantsive 44-90 (444,152) 10) (218,842) (436,678) (209,517 227,161 


$2,556,220 $ 805,520 $1,750,700 ~"§2,477,453  $ 736,808 $1,740,645 


Ce ea i in ne eR a TESS SCE ES RS ES SS SS 


Average depreciation rates are 3.36% in 2001 and 3.28% in 2000. Depreciation is $82,741,000 in 2001 and 
$78,026,000 in 2000. The amount of capitalized general and administrative expenses totals $9,128,000 in 2001 
and $9,627,000 in 2000. 


3. Deferred charges 


LE BSE SBS RS Pa cnn te cS SST RTE DEI ES Las RSE RUSTE SENOS 2000 
Conversion grants $ 57,187 $ 52,858 
Costs related to infrastructure projects 11,548 15,398 
Development of information technology 38,900 24,488 
Rate flexibility 1,844 3,986 . 
Long-term debt issue expenses 9,932 i222 
Expenses related to natural gas costs 81,871 (9,922) 
Rate stabilization accounts 70,795 77,768 

80): A! a ei ee a ee ee 20,756 15,938 
eee ies. RES pee ae se $292,833 $191,736 


(ETT SE ey capresso RR 9 SE SE I ERE EI 
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Amortization of deferred charges is $43,198,000 in 2001 and $41,545,000 in 2000 and the amortization of long-term 
debt issue expenses included in interest on long-term debt is $1,176,000 in 2001 and $2,133,000 in 2000. The 
reduction in deferred charges related to natural gas costs, including transportation and storage, is $32,329,000 
in 2001 and $28,924,000 in 2000. 
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4. Goodwill and other 


2001 SSSI 20 0 0. REN 


Unamortized goodwill $24,002 $24,698 

Customer loans 2,180 3,898 

Preferred shares of a subsidiary of Gaz Métropolitain, inc. (Notes 7 j and 14) 7,396 = 

Other investments is al ee ee Mh tS emt NE HE) LAS: 209 We OL a 
aes ‘i TM AMEE Me SaGvera ee Gosece? 


urn ca ete ete eee S46, 787 $36,087 


Goodwill is amortized using the straight-line method over periods of 17 to 40 years. Amortization is $1,172,000 
in 2001 and $1,226,000 in 2000. 


5. Interest in joint ventures 


SoA SL ics ta UIE ao 


Owned by GMCLP 

TQM Pipeline and Company, Limited Partnership (“Tam”): 50.0% 50.0% 

Sogener and Company, Limited Partnership “): - 50.1% 
Aqua-Rehab Group Inc.: 50.0% 50.0% 

Sofame Technologies Inc.: : 34.5% 25.0% 

3632491 Canada Inc. (sole shareholder of Aqua Data Inc. and Stelem Inc.): 50.0% 50.0% 

TelDig Systems Inc.: 50.0% 50.0% 

Owned through subsidiaries 

Portland Natural Gas Transmission System (“pNcTs"): 20.7% 19.1% 
Option Gaz Ltée: feeds eee ren S005 500% 


GMCLP’s share of the consolidated financial statement components of the joint ventures is as follows: 


NL A atk ae 


Income 
Revenues $ 67,601 $ 67,500 
ae _Expenses ee se ce ee ee 
SRAM 125° Netincomert = ho > LS Sa eile DAS bier CAP rtp ‘$. “13,878 __ aS He: 665 Ti 


Balance sheet 
Current assets $ 24,862 $ 21,844 
j-term assets 412,802 _ aia 400,695 are es 


Long 
BES AES a DIRE OEE LOIRE IOS ELIDA LOL EDL EEN LILI GALI NL LNE LE PAIL, IEEE SLES PLA LLLP DIR LE menransaens pee! NESOPE 


ee ee $437,664 __$422,539_ . 
Current liabilities $ 26,738 $ 23,784 
POMG-teKMUNGDIICSuawee 1A dN 268, 710 0 258, 549 a. * ee 

a oe se K RO LS Nah SS ats ee ee aes 142,216 ak. Sa 1206 _ pie ee 
ee a ere AUSSIE ASO NG Lose OO Te SSR Et EC Se remen EPC Ee naman 
Cash flows related to: 
Operating activities $ 25,833 $ 25,265 
Investing activities (5,063) (3,232) 
i St. ___ Financing activities _ ie et SO Ds Ts ae a EN (18,791) 
Increase in cash and cash equivalents $ 1,308 ,242 


(1) On December 22, 2000, GMCLP increased its investment in Sogener and Company, Limited Partnership from 50.1% to 100%. 
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Ene SDSS ES aca nnn ee Sc a OE SPP SR ES TS AE IRE ETE LI TT EOC OLE GE ERE DLE LEELA LED DELLE TT ET TE 
6. Bank borrowings 
The short-term bank borrowings and credit lines of GMCLP and its TQM joint venture are unsecured and bear 
interest at a rate of 3.65% and 4.30% respectively as at September 30, 2001 and of 5.90% and 6.32% respectively 
as at September 30, 2000. The maximum authorized amounts for these borrowings are $193,000,000 for GMCLP 
and $30,000,000 for its share in TQM. 
As at September 30, 2001 and 2000, bank loans and credit lines of Vermont Gas Systems (hereinafter “VGS”) 
bear interest at the rate of 3.04% and 6.82% respectively. The maximum authorized loan of $23,678,000 
(US$15,000,000) for VGS is unsecured. 


ue SSR Sa PPT DS SR TD A I LT ERLE LD DDG L ELE GEL LIE ELLE CELLOS ENF LIC OII TS IRIEL LD DLO 
7. Long-term debt 


Interest } Year of 
rate i maturity 


_2001 2000 


GMCLP a) 
First mortgage bonds (b) 
Series 11.75% 2006 $ 39,000 $ 42,000 
Series 10.75% 2007 75,000 75,000 
Series “D” 10.45% 2017 125,000 125,000 
Series “E” 9.00% 2025 100,000 — 100,000 
Series “F” 7.20% 2028 50,000 50,000 
Series “H” 6.05% 2009 100,000 100,000 
Series “H” 6.95% 2010 100,000 100,000 
pe Satie ee eee eee : 
ne cossens:anvennenensennOeannayennneteeUnnebt —— SN Ahh a OT < Sey TT <55 000 
Term loan (5.93% in 2000) (c) 3.92% 2005 223,601 273,068 
_Other (3.64% in 2000) S66% 8 2003) Se 2 as 4,160 


SLIT EEE HELE REIL IE IES LOLI LRTI IIIS PEI EDIE PELTED ON DG 


_940,345 869,228 


2) SETS SI PTI IE A LS TEE SIRE FILS IS IRL IIE TLL OILS ELE ITED BOLI 


NNEG ©) 

Term note NNEG (d) 7.45% 2002 16,101. 15,336 
(US$10,200 in 2001 and 2000) 

Unsecured preferred note of VGS 7.62% < 2028 15,785 15,035 
(US$10,000 in 2001 and 2000) : 

Term note Vermont Gas Propane (“vcsp”) (e) 8.21% 2003 - 11,802 
(US$7,850 in 2000) 

PNGTS term loan (7.47% in 2000) (f) 5.85% 2003 83,519 73,390 


(US$52,910 in 2001 and US$48,813 in 2000) 


eae 


pate elle 115,405 115,563 ; 
TQM 
First mortgage bonds (g) 
Series “G” 8.51% 2005 42,500 42,500 
Series “H” 6.50% 2009 50,000 50,000 
eee _ 7.05% 201055 50,000 50,000 
oe : a 142,500 142,500 
er ees 2 PS Term loan (6.04% in 2000) (h) 4.18% 2003 42,350 42,350 
; "i 184,850 184,850 


TEASER TORT (DE LAE EPA NIE BOLI 


Other 
Non-recourse term loans and other (6.46% in 2000) (i) 4.26% 2003 to 2005 22,358 23,847 
ennai Fferred units ( 7,366 - 
HE eo 29,724 23,847 
1,270,324 1,193,488 
awviteiittesiamaiaeinin ent portions ea 3,099 3,722 


$1,267,225 $1,189,766 
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Annual capital repayments: 
Annual capital repayments required during the next five years to meet maturities and sinking fund requirements, 
excluding redemptions before maturity at GMCLP’s option and amounts that will be refinanced through 
long-term borrowings, are: 

2002: $3,099,000 2003: $48,697,000 2004: $3,061,000 2005: $3,053,000 2006: $3,020,000 


a) The first mortgage bonds and the term loan are secured under a trust deed which contains a hypothec 
on the universality of movable property, present and future, of GMCLP situated in the province of Québec. These 
loans are also covered by a first immovable hypothec on the GMCLP present and future pipelines and gas system. 

b) GMCLP’s first mortgage bonds are redeemable at the greater of the face value or the value that reflects 
market conditions. 

c) The term loan makes it possible to use commercial paper and the agreement allows GMCLP to borrow 
up to $300,000,000; no repayments are required before the maturity date of April 30, 2005. 

d) The Northern New England Gas Corporation (“NNEG”) term note is secured by the shares of its wholly- 
owned subsidiary, VGS. 

e) The VGSP term loan includes an interest rate swap agreement fixing the rate at 7.65%. 

f) | This non-recourse term loan for the project’s partners is secured by a direct charge on PNGTS’ principal 
assets, including long-term customer contracts, and PNGTS’ units held by its partners. 

Interest rate swap agreements, for which the Partnership’s share represents a nominal value of $61,962,000 
(US$39,254,000), fixing the effective rate at 6.35%, have been concluded until March 2003. 

g) TQM’s first mortgage bonds are all secured by a fixed, specific first hypothec on the gas pipeline system 
and on service, transportation and gas sales contracts, and by a hypothec on the business and all property and 
assets. Upon reimbursement by: TQM of the Series G bonds maturing on September 22, 2005, and all series 
issued after September 30, 2001, if any, the Series H and | bonds will no longer be secured by these hypothecs. 

h) On April 1, 2000, TQM’s term loan, originally obtained for its system extension, was converted for an 
additional period of three years and is secured by hypothecs, as described in note g). The Partnership’s interest in 
the maximum amount of this loan is $42,350,000 as at September 30, 2001 and 2000. 

i) | GMCLP’s subsidiaries can borrow up to $30,600,000 under term loan agreements, secured by a hypothec 
on the universality of their movable property and an immovable hypothec of $7,000,000 on an immovable 
property. For the most part, the term loans are bankers’ acceptances. 

j) The preferred units, which are held by Gaz Métropolitain Plus, inc., a wholly owned subsidiary 
of Gaz Métropolitain, inc., are retractable and redeemable and have a non-cumulative return of 6%. 

k) As at September 30, 2001 and 2000, unregulated activities, both related and unrelated to the energy 
sector, owned by GMCLP represented 1.5% and 1.4% respectively, of its total non-consolidated assets. GMCLP 
has undertaken not to increase its interest in such activities above 10% of its total non-consolidated assets 
‘pursuant to its trust deeds. 

1) As at September 30, 2001 and 2000, interest coverage on consolidated long-term debt is respectively 
2.51 times and 2.68 times and consolidated tangible net asset coverage on consolidated long-term debt, 
including current maturities, is respectively 1.61 times and 1.65 times. 


8. Partners’ equity 


Authorized 
Unlimited number of units; each unit is equal in rank with any other unit and is entitled to the same rights, 
privileges and obligations. 


Issued and fully paid 


Number of units as at September B Olan iolcandsccunton mn na 110,469 110,469 
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8. Partners’ equity (continued) 

The agreements relating to the various long-term debt trust deeds provide that GMCLP will not make a distribution 
to its Partners if long-term debt exceeds 75% of total capitalization. The agreements also provide that GMCLP will 
not issue any new long-term debt if such debt would exceed 65% of total capitalization. GMCLP is in compliance 
with these covenants as at September 30, 2001 and 2000. . 


SLBA SE IEG LLY AS TE IRA NLD PEGE ITED OEE SELEY BOA POEL TD LEE LIED A STEELE DEN GENS 


Unit Option Plan 

The Partnership has reserved 1,000,000 units for a unit option plan. Options cannot be exercised before the first 
anniversary of a grant unless the Board of Directors determines otherwise when an option is granted. Options can 
be exercised at a cumulative rate of 25% on each of four anniversaries of the grant. Options expire seven years after 
the grant date. On November 15, 2000, GMCLP granted named executives 132,440 unit options at a price of $15.04. 
These options can only be exercised if the average unit price is at least $17.35 for three consecutive months. 


9. Cash flows 
a) Change in non-cash working capital items 


duces, = peeves & ic Se se 
Trade and other receivables $39,830 _ $(32,390) 
Inventories (9,305) (74,363) 
Prepaid expenses 2,062 3725 


SASS CEE SUI EU 6 eee 2 


Pe Bi ae i A AERUNR TOE SF $25,559 _—‘$(75,847 


b) Other information: 


ee eel ee eee ee A. 2000 
Interest received = ~ ; $ 2,078 $ 2,888 
Interest paid $91,979 $ 92,166 


10. Results : 

a) As at September 30, 2000, the Partnership recognized a liability for preliminary overearnings of 
$6,015,000. Following the review of the regulatory report for the year ended September 30, 2000 and based 
on the method for sharing overearnings, the Régie has authorized the distributor to keep an amount of 
$3,024,000 as an incentive return, which is included in income for 2001. An amount of $5,545,000 was included 
in 2000 income following the submission of the regulatory report for the year ended September 30, 1999. 

For the year ending September 30, 2001, revenues have not been reduced by preliminary overearnings. 
A regulatory report should be filed with the Régie in December 2001 for the year ended September 30, 2001. 

b) For the years ending September 30, 2001 and 2000, annual changes in the rate stabilization accounts 
represent net revenues of $5,274,000 and $29,050,000 respectively, which are included in the corresponding 
revenue, direct cost and interest on long-term debt accounts. 

c) For the years ended September 30, 2001 and 2000, the operations and maintenance account includes 
income taxes of $2,145,000 and $2,101,000 as well as future income taxes of $737,000 and $1,269,000 for 
the subsidiaries and joint ventures. 

Net income taxes payable and net future income taxes of $9,119,000 as at September 30, 2001 and 
$6,692,000 as at September 30, 2000 are presented in the balance sheet. 
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11. Employee Future Benefits 

The Partnership maintains defined benefit or defined contribution pension plans that cover virtually all of its 
employees. The defined benefit plans are funded, which ensures that employees will receive a pension determined 
according to length of service and salaries during their highest earning years. 

The Partnership also provides post-employment benefits other than pensions, including supplementary health 
and dental care and life insurance, for virtually all of its employees, their spouses and qualified dependants. These 
benefits are not funded. 

Certain subsidiaries and joint ventures have adopted the new recommendations in Section 3461 of the CICA 
Handbook with respect to.employee future benefits prospectively. The new standard requires the accrual basis 
of accounting for all employee future benefits—both pension and other post-employment benefits. Previously, 
these items were expensed as amounts were disbursed. The impact of adopting these new standards did not have 
a material effect on the Partnership’s financial statements. 


The following tables describe the Partnership’s employee future benefits-related obligations and expenses in 
accordance with the new standards set out in Section 3461 of the CICA Handbook as well as the impact 
of the unrecorded transitional obligations of GMCLP-QDA: 


; 


Ie Ses esses semnevmlilolosoonenasneinninehennsnnse 3200) 
: ceqouncopssectansesemsentascenninerssen ssc Tn ET PSTN SS SSS sR SURI SRR a SE 
Pension post-employment 
peeeneserpen rset stn SSE SESS ASI SORES BES SS EEC I O ENAR SIRECOT eS ics 
Accrued benefit obligation 
BALANCE, BEGINNING OF YEAR $209,278 $27,102 
ee Susi ment due to adoption Of (ReMi Star eee semanas 
Pe EA ADUSTED. BEGINNING BALANCES (:paacua Meee aac. 209,628 27,102 
Current service cost 8,250 707 
Interest cost 15,173 1,801 
Employee contributions 2,455 - 
Benefits paid and reimbursements (12,093) (1,804) 
Plan amendment costs 24,648 - 
Actuarial loss 7,871 264 
caidas Foreign exchange variations z Speers ot 2-392 z 
it Al D OF YE "256,324 28,070 


Plan assets at fair value 


BALANCE, BEGINNING OF YEAR 245,328 = 


eee 2 TR ORIN OCS ACCUM ESE 2 AY oS 2 
ADJUSTED BEGINNING BALANCE 287,339 - 
Actual return on plan assets (12,190) - 
Employer contributions 2,236 - 
Employee contributions 2,455 - 
Benefits paid and reimbursements (12,093) - 
Excess (Deficiency) of assets versus obligations 11,765 (28,070) 
Unamortized past service costs 23,996 - 
Unamortized net actuarial loss 41,547 264 
Accrued benefit asset (obligation), based on CICA $ 4699 $ (5,593 
Representing: 
Accrued benefit asset (obligation) of GMCLP-QDA unrecognized $ 4,598 $ (2,915) 
| SESE OAS SOS 2 SES ae ero eoRmm C242) 


$ 4699 __$(5,593) ; 


(1) Pension plan assets are now valued at their fair value at the balance sheet date. Previously they were valued 
at an average market value and fluctuations were allocated over a five-year period. 
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11. Employee Future Benefits (continued) 


2001 
REE LO BLP IAS ODER IP OLLIE REARS EELS ANE TE ESE OE TLS SS a SET E-PRINT OIE 
Other 
Pension post-employment 
plans benefits 


Main actuarial assumptions 


Discount rate 6.50% 6.50% 
Expected long-term rate of return on plan assets 7.75% - 
Rate of compensation increase 3.50% 3.50% 
= Se eh Hl Ete Bi os A 2001 
. yezenur Senseo esaetcens:setet0soUsSeaGRSOaee — 
ob aly Ope 
The Partnership’s net employee future benefit 
expense is as follows: 
Current service cost $ 8,250 $ 707 
Interest cost 15,173 1,801 
Expected return on plan assets (21,926) - 
Amortization of past service costs 828 - 


Amortization of transitional obligation (asset) _ ‘5 1,852 


EINE PROT NC STRNS EI EE LI A EEEE 


TIS Net employee future benefit expense (income), ‘based on COAL SORES SINIGY ; $4,360 


Representing: 
Expense (Revenue) of GMCLP-QDA unrecognized $ (4,598) $3,509 
Net expense recognized 1422 851 


LAER EEE RE LEU LEI ERED YL GSAS LOLOL ELE IEE DCT ICE ILENE EDL 


PIECE ON = ae 2 ~ =SaTS $ 3 176) 4 Ae 


GMCLP-DQA’s employee future benefits expense on a cash basis for the 2001 fiscal year is $988,000 for pension 
plans and $792,000 for other post-employment benefits. 
The expense for defined contribution and other plans is $747,000 for the fiscal year ended September 30, 2001. 
As at September 30, 2000, costs attributable to the Partnership’s pension plans amount to $4,623,000. 


12. Regulatory and tax position 

For regulatory purposes for GMCLP-QDA, only current income taxes payable are deemed and taken into account 
in setting rates. For income tax purposes, GMCLP has claimed capital cost allowance and certain other deductions 
relating to deferred charges that have the effect of reducing the Partners’ income for tax purposes, thereby 
deferring to future years income taxes otherwise payable by the Partners. 

The amount of these future income taxes, and the taxes related to GMCLP’s ownership interest in TQM relating 
to the regulated activities and not recognized by the Partnership, are calculated in accordance with the balance 
sheet method in Section 3465 of the CICA handbook. Under this method, future income taxes are determined 
based on the differences between the accounting and tax bases of assets and liabilities. The future income tax 
assets and liabilities are calculated at the tax rate for a taxable Canadian corporation that should be in effect during 
the year in which the temporary differences should be realized or settled. In prior years, these amounts were 
calculated using the deferral method at the rate applicable to each of the fiscal years during which the differences 
had been created and were not adjusted for the current rate. 
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The net future income tax liability amounts to $132,676,000 as at September 30, 2001 (balance sheet method) 
and to $188,126,000 as at September 30, 2000 (deferral method). The cumulative effect of the change from the 
deferral method to the balance sheet method in Section 3465 of the CICA Handbook on this net future income 
tax liability amounts to $24,737,000 receivable as at October 1, 2000. The reversal of future income taxes for 

the fiscal year, primarily on account of changes in tax rates, amounts to $30,713,000. The Régie and the NEB 
should allow these future income taxes to be included in rates when the temporary differences reverse, with the 
exception of amounts of $6,126,000 as at September 30, 2001 and $5,732,000 as at September 30, 2000 arising 
primarily from the 1991 reorganization. 


MLE EIT SL TEL IE 


RODE GRD TE TIE LG A LPS TSE OTN IER IOS 


13. Segmented data 

The business sectors presented are segmented in line with the way management organizes the various segments 
within the Partnership for the purposes of operational decision-making and performance assessment. 

GMCLP has the three following reportable segments: 

DISTRIBUTION: delivers natural gas to users; 


TRANSPORTATION: transports natural gas, generally from the producers to the distributor; 


ENERGY SERVICES AND OTHER: includes unregulated activities of energy and technology services, sale, leasing, 
financing and maintenance of gas appliances, and water and waste water system diagnoses and repairs. 


The accounting policies for these segments are the same as those described in Note 1. The Partnership assesses 
performance based on operating income before income taxes. 


The Partnership records inter-segment sales and transfers as though they were made to a third party, 
i.e. at market value. 


“ale RN a rae UW eae ne er eT es de Oe 2 
services expenses and 
= aaa Se a PERE BMG esa DES A SE RRR 
Customer revenues $1,962,585 $ 58,371 $42,306 $ - $2,063,262 
Inter-segment revenues 677 668 4,906 (6,251) - 
HCG SPS Sea RR eS er 
Total revenues 19672205. 59336 46041 (6,251) 2,068,346 
a cee OS OS ee (5,899) 1 526,582 
Gross margin i Met Gis a RO SSG 2N6hie Wo ~~ (352) ~~«~“‘«‘S A 
Operations and 
CE SRDEMSOSS slips 501 43,07 1s a ic 99,723). gone, 607 aires 180208 01 172,203 
eee Saieaieueatens evn tesaneen nals nS nSUENRIES Dunston GoASUUEInNRNUDIEORDUREDSAUnsuesSesflNSSS}SO=UUEUSNASODEONGRIN:ATLSESDONI 
taxes, depreciation 
and amortization (EBITDA) 318,098 49,613 4,004 (2,154) 369,561 
Depreciation and amortization 107,789 16,420 2,704 198 127,111 
Interest expense, ote! Dna tS B75, 255 pe 8 22 BOON 2659) (TB) - 101,286 
Partners’ income. sSsSs~S~SSC«d284 5 Se 10,303 mbes) SS 1,350). $ (2334) $ 141,164 
Assets $1,852,942 $440,658 $67,579 $(11,483 $2,349,696 
Property, plant and equipment $ 73,860 $ 2,585 $ 4,388 $ - $ 80,833 
Deferred charges _ oS 1GE SAL 1 16602 oo RS as wl ATE 72070 
ee LASS OO. a OY ES 
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13. Segmented data (continued) 


2000 


SE LES ODETTE 


|S REESE YET SE 


Energy Non-allocated 
services expenses and 
Distribution Transportation and other eliminations Total 
hea SSIS LILA Ia RTO) SDS LS IN EE ICE SB LBS LTE ET OE LAO SHER 


Customer revenues $1,530,369 $57,957 $40,391 $ - $1,628,717 
Inter-segment revenues 2,097 687 4,736 (7,520) - 
_____Interest income (a) __ hy Sie oes oe) OH F - Sr 
~ "Total revenues wg Ge (7,520) 1,633,736 
ag Witect costs 24,9 16ue inetd DO? 1,100,310 


~ Gross margin. 0,349: sey Ee (421) 533,426 


Operations and 


wml HSITIVEN ANCE CxO ES SS ee eee wl 4 ee 
Ea ~ 307,476 4,940 (3,799) 357,317 


2,303 198 L207 92 


2,128 SEARLE BAERS A 2) umpteen 798 
509 $ (3 


Depreciation and amortization 103,918 
___Interest expens 
___Partners’ income _ 


_ fisscisy ors © $59,873 


Property, plant and equipment $797 092 Suatt528 $95,392 
_Deferred charges ae 51,961 pile: UNS ee 1,204 
a ie $131053 eatin 596 


Only the distribution sector includes significant items other than depreciation and amortization that have no impact on cash 
flows, i.e. rate stabilization accounts and reduction in deferred charges related to the transportation and storage of natural g 
as specifically shown in the cash flow statement. 

a) Distribution interest income arises mainly from the eoptaized return on assets not included in the rate 
base in accordance with regulatory provisions. 


2001 2000 


_Geographic informa cn ee ieee 514 EMM a, 
. Fixed pes Fixed assets 
Btn Lae ih ah: aah Revenues _goodil__ Revers godt 
Canada $1,954,754 $1,547,735 $1,533,554 $1,547,940 
ccmiuitiuamaletie a Walled Siates Sots y See Beet ee, ee ee TAB 592 cee 967 | 00,182 217,403 
"ae FAME Total ie Rae ae ee m5 "$2,068, 34 346 $1,774,702 $1,633,736 31,765,343 _ 


14. Related party transactions 

During the year, GMCLP concluded the following transactions with related parties in the normal course of 
business, as authorized by the Régie. The amounts received from or paid to related parties are determined based 
on contracts between the parties and in which the value of the services rendered has been established at the 
exchange amount: 


IT RITE EL REN ME SAIS 0 TIN DIN ES LE TEDDIES IE LS ITY INR OTE ALCESTER ELL LTE SL MEL NLELY DENTE LEBEL EER EYV EL ELEN IE ELE SEL EE TENS 2001 2000 
Purchase of natural gas from one of the ultimate 
shareholders of Gaz Métropolitain, inc. $21,384 $19,680 
Storage service owned in part by one of the ultimate 
shareholders of Gaz Métropolitain, inc. $15,973 $13,900 
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As at September 30, 2001 and 2000, transactions with the parent company, Gaz Métropolitain, inc. (hereinafter 
“GMi”), and companies owned by its ultimate shareholder represent a net amount payable of $4,181,000 and 
$4,164,000 included in accounts payable and accrued liabilities, and trade and other receivables. Under the 
partnership agreement, GMCLP pays management fees of $50,000 annually to GMi. 

As of October 1, 2000, GMCLP transferred 100% of the shares of its subsidiary, CCUM, to Gaz Métropolitain 
Plus inc. (“GMPi”), a wholly-owned subsidiary of GMi, in exchange for $7,396,000 preferred shares of GMPi. 
This transaction was realized at market value. 

GMPi’s assets were transferred to Climatisation et Chauffage Urbains de Montréal, s.e.c. (“CCUM, s.e.c.”) in 
exchange for preferred units of CCUM, s.e.c. having a value of $7,366,000. 

These transactions were recorded at the carrying amount. 


15. Financial instruments 

The fair value of the financial instruments represents the estimated amounts that the Partnership would receive 
or pay to cancel these financial instruments as at the date of the financial statements. As at September 30, 2001, 
the A Sas is not planning to cancel any financial instruments before the maturity date. 


Peiaancial fastramnents inehided in meen sheet 
Cash, trade and other receivables, bank borrowings as well as accounts payable and accrued liabilities are short- 
term financial instruments whose fair value approximates the carrying amount given that they will mature shortly. 


LENE STS SES SEN FETTER TTT S DBM SCE EA EAE SIS ENT EARS CEST ES DUT ERIS PETER - GNIS 


FAIR VALUE OF LONG-TERM DEBT 

The fair value of the long-term debt, including current instalments, is calculated using stock exchange prices at 
the end of the year or discounted cash flows using interest rates which GMCLP, its subsidiaries and its joint ventures 
could have obtained as at the balance sheet date for loans with similar terms, conditions and maturity dates. 


SSC SESS ETE TIO BTS AGEL NSIS NS I LSE TSE EL GEY OS EI LIES EVELINA SE LASER GE ELE GDI LL AID BERS COTA ECE DEE ALLE LER DNP os 2001 * e wae 2 Z : 2000 
amaunit value pute vale 
Long-term debt 
GMCLP $ 940,345 $1,028,434 $ 869,228 $ 954,402 
115,405 122,017 115,563 120,391 
184,850 190,555 184,850 187,576 
29,724 ___ 29,724 23,847 23,847 — 


"$1,270,324 $1,370,730 $1,193,488 $1,286,216 


~ Off. Galant sneet nancial: instruments 

The Partnership uses derivative financial instruments, namely various instruments in order to stabilize the cost of 
gas and swap agreements to hedge against interest rate fluctuations. The fair value of off-balance sheet derivative 
instruments is determined using published indices on the closing date. 

Derivatives used by GMCLP-QDA to stabilize the cost of system gas comply with the parameters approved 
by the Régie. Gains or losses attributable to financial instruments used by GMCLP-QDA are reimbursed or 
recovered through gas supply rates in accordance with the method approved by the Régie. Gains or losses 
attributable to other financial instruments are deferred and recognized in income under revenues and expenses 
arising from the corresponding hedged positions on the basis allowed by the Régie. 
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15. Financial instruments (continued) 
The Partnership only concludes risk management transactions with major financial institutions that meet its credit 
evaluation standards. . 


FAIR VALUE OF OFF-BALANCE SHEET FINANCIAL INSTRUMENTS THAT ARE SENSITIVE TO INTEREST RATES AND GAS PRICES 
The estimated market value of derivative instruments related to the price of gas fluctuates daily based on the 
volatility of natural gas prices and the period covered by the instruments. 


sa aaa MI EE SE A 


SAD ELE OE DLL LLL TILL LILLE LIVELY LATE LEE VEL EES ELIE LEAL EVELINA 


Fair value Fair value 
payable) _ Sia. ae a __ receivable 


STEELE SES ALL ES EE IDR EIT ELLIE LYLE LD DD REDLELEL LLANE DEPENDS REELED 


Maturity 


|. Totals ; 2001 


Interest rates 
Swaps related to 


long-term debt (Note 7 e, f) SS = $ (2,542) $ - $ (2,542) $1,766 


Gas prices - 

Contracts: 

Swaps $(24,160) $ (8,808) $ (9,012) $ (41,980) $2,093 
Calls (17,284) (16,790) (9,368) (43,442) & 
Collars cs on Get? 


FREESE PNET DALE BELLE LEE ITLL IE DETTE ES OEE LLL GEE a 92,3 69) SR 


"$2,093 


ERGY RS aI BE SE AL SEE TELE STAD NDEI TSE RTGS SEE EEE SERIE 20 o1 sn ycEnes Salem aE DRE LE RRR A — 2 2000 


Leal Thousands of 


of gigajoules gigajoules 


TELE LSE SBS RER OT LLL TELE ILLITE NEL EERE TOLER 


APS SESE VE RELL TONERS ORT ea 


Volumes covered 

Swaps 11,064 3,960 3,970 18,994 558 
Calls 8,965 7,300 4,280 20,545 - 
Collars 3,573 = = 3,573 a 


ERRORS 


23,602 11,260 250 43,112 558 
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SALE OF RECEIVABLES 
In September 1996, GMCLP signed a sales agreement covering a portion of its trade receivables for a period 
of five years ending on October 1, 2001. Under the agreement, GMCLP must assign each month a minimum 
of $40,000,000 and a maximum of $100,000,000 of its trade receivables, which was complied with for the 2001 
and 2000 years. The proceeds from the sale total $63,000,000 as at September 30, 2001 and $43,000,000 
as at September 30, 2000. 

On October 1, 2001, GMCLP signed a new sales agreement covering a portion of its trade receivables 
for a period of three years ending October 1, 2004. Pursuant to the terms of this agreement, a maximum 
of $85,000,000 of trade receivables may be assigned every month. _ 


Management considers that these derivative financial instruments do not present any unusual risk and does not 
expect any significant gain or loss as a result of these transactions. 


16. Contingencies 

a) GMCLP is cited in claims and lawsuits in the normal course of its activities. In the opinion of manage- 
ment, these claims and lawsuits are, for the most part, covered by appropriate insurance coverage and the overall 
amount of the contingent liability relating to these claims and lawsuits is not material. 

b) The NNEG subsidiary has been cited in a lawsuit, jointly with others, following the discovery of polluting 
substances on land it once owned for a brief period of time during the 1960s. The investigation by the U.S. 
Environmental Protection Agency has not been completed and NNEG is unable to predict the outcome of the 
lawsuit at this time. In the event a claim arises, an application will be filed with the Vermont Public Service Board 
to seek recovery through the rates of VGS. Moreover, an agreement was reached, in 1994, between NNEG and a 
third party limiting the maximum amount payable by NNEG. In the opinion of management, any costs resulting 
from this claim would not be significant for the Partnership. 

c) Upon completion of the construction of the TQM pipeline extension to the U.S. border, the project 
manager of the construction work lodged a claim against TQM for reimbursement of the contractor's cost 
overruns. This-claim is presently under arbitration to determine the merits and the quantum of the claim. The 
contractor also registered a legal hypothec on TQM’s pipeline, the result of which depends on the merits of 
the claim and the non-payment of the debt by TQM, which is unlikely. GMCLP does not expect the arbitrator's 
decision will have a significant financial impact on the pipeline’s profitability or on the Partnership’s overall 
financial situation. 


: 17. Subsequent events 
Distributions totalling $35,350,000, or $0.32 per unit, were paid to Partners on October 1, 2001. 


18. Comparative data 
Certain comparative figures have been reclassified to conform to the financial statement presentation adopted 


in the current year. 
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QUARTERLY CONSOLIDATED FINANCIAL INFORMATION © @ 


Years ended September 30 (in thousands of dollars) 7 2001 


Year 
Revenues $654,799 $798,434 $374,771 $240,342 $2,068,346 
Gross margin $162,901 $194,025 $110,060 $ 74,778 $ 541,764 
Partners’ income $ 59,322 $ 90,574 $ 9,841 $ (18,573) $ 141,164 
Partners’ income per unit (in dollars) $ 0.54 $ 0.82 $ 0.09 Soo (G.17) $ 1.28 
Distribution paid (in dollars) $ 0.310 $ 0.320 $ 0.320 $ 0.320 $ 1.27 
Partners’ equity per unit (in dollars) $ 7.52 $ 8.07 $ 7.80 SEAL ZE35: $ 7.35 
Unit trading (in dollars): 
High $15.95 $ 16.74 $ 16.50 $ 16.90 $ 16.90 
Low $ 14.80 $ 15.85 / $ 15.85 5015.85 $ 14.80 
Close—Toronto Stock Exchange $ 15.80 $ 16.00 $ 16.05 $ 16.35 $ 16.35 
____.Number of units outstanding (in millions) == 110.5 110.5 _ 110.5 110.5 _ 110.5 


i a ps id Te ae 

* fee ete eee er ren Year 

Revenues $437,079 $548,521 $351,220 $296,916 $1,633,736 

Gross margin $153,053 $194,988 $107,473 S207 912 $ 533,426 

Partners’ income $ 58,077 $ 92,778 SHiitsi6 $ (18,449) $ 143,722 

Partners’ income per unit (in dollars) $ 0.53 $ 0.84 Sea) 051.0 $Y Oni7 ) $ 1.30 

Distribution paid (in dollars) $e t0-30) $ 0.310 $1023.10 $30. 310 $ 1.24 

Partners’ equity per unit (in dollars) $ 7.41 Smee 95 Sia S176 $7967 30 $ 7.30 
Unit trading (in dollars): 

High $ 17.00 SrlSat0 SeseZ0 $ 17.00 $ 17.00 

Low Say 13550 $ 13.40 Sess $ 13.40 $ 13.40 

Close—Toronto Stock Exchange $ 14.25 $ 14.45 $ 15.00 $ 15.60 $ 15.60 

Number of units outstanding (in millions) 110.5 TORS 10.5 NOS} 110.5 


(1) Unaudited quarterly data. 
(2) Seasonal temperature fluctuations affect GMCLP’s quarterly financial results, as the following charts show. 


Partners’ income Partners’ income 
(in millions of dollars) per unit 
0 2001 © Cumul 2001 2001 ©-Cumul 2001 
O 2000 e Cumul 2000 © 2000 «+ Cumul 2000 
200 $2.00 
= S 
160 2 = $1.60 
Si = 3) 
2 = $1.20 
$0.80 
$0.40 


0 


-40 $-0.40 
Quarter Ist 2nd 3rd 4th Quarter Ist 2nd 3rd 4th 
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FIVE-YEAR REVIEW-CONSOLIDATED OPERATING DATA © 


Natural gas deliveries (10°?) 


DISTRIBUTION 
Industrial 

Firm service 2,182 ZI 2372. 2,549 2,514 

Interruptible service 841 1,414 1,354 1,369 1,442 
Commercial | 1,883 1,833 1/0 1,566 1,724 
alii iia La ae a AI ae. aa 
ute) dete ya) eee OGM ERE en A a 1G. 218 CICA PY 
TRANSPORTATION (2) (3) 
(106m3) 6,023 5,855 3,928 8355 8595 


(Bcf) 213 207 139 118 125 


Customers (distribution) 


Industrial © _ 2,109 2,038 2,095 2,062 2,067 
Commercial 45,860 ' 45,307 43,826 42,285 41,053 
TOtA on i ; ise me ; LTR LER LS I | VES 177,934 Reali ol ca bas ae pa 
System data / 
Length of pipelines (in km) 
DISTRIBUTION 

Canada 8,999 8,775 8,493 8,328 8,144 

UALR RR UAE ret et es IL, lad ake Coll Pa 

are ts os ;, 2 i SS eS a ee Ae 

TRANSPORTATION @) 

Canada 670 670 670 453 453 
Se epee oto cron AS SR OUEEUOPIROUSRO ponies “aos ge onan 
Gross property, plant 

and equipment (in millions of dollars) 2,556 2,477 2,396 2)235 1,987 
Net property, plant 

and equipment (in millions of dollars) 1,751 1,741 27 1,628 1,447 


Property, plant, equipment 


and deferred charges (in millions of dollars) 253 139 235 256 121 


Number of employees ©) 


DISTRIBUTION 
GMCLP 1,182 1,300 1,292 1,276 1,261 
OPS STAN FO LA ear AR ee AOR a ee 


TRANSPORTATION : 


TQM 60 70 66 65 58 


ENERGY SERVICES ANDOTHER === = ~~ —~SSSsst=CS~S;«T«<T;7;7;7;7;7;7;7;<7;<«<«<;«<CS 


Gaz Métropolitain Plus () 92 89 26 24 18 
CONSULGAZ 3 4 3 2 1 
OPTION GAZ 17 18 - - - 
CCUM 16 24 21 21 20 
SOGENER 14 11 5 1 ~ 
TELDIG 12 8 8 ~ - 
SOFAME 18 22 23 - - 
AQUA-REHAB 33 29 40 - - 
AQUA DATA SE Ce ae <S. 


Gb Or oe 262 os BS EL ee 8D 


(1) Unaudited data. 

(2) Includes volumes transported and delivered by TQM to the distribution sector and PNGTS. 
(3) Data not adjusted for GMCLP’s percentage interest in the subsidiaries and joint ventures. 
(4) Previously GMPLP before 2000. 


GAZ METROPOLITAIN AND COMPANY, LIMITED PARTNERSHIP 53 


TEN-YEAR REVIEW-CONSOLIDATED FINANCIAL INFORMATION 


DST STALE TPR TINTS FOLD OTE 


SDE DSSS 


: __Operations ¢ and maintenance a) 


Years ended September 30 (in thousands of dollars) 


Summary of results 
Revenues 
_Direct costs 


TRIE LRE ELSPETH OTE SLA ELST EI EEL ICES ITE 


~ Gross margin 


$1,633,736 
___ 1,100,310 


$1,339,022 
841,367 
497,655 
164,556 


$2,068,346 
oa! 526,582 


176,109 


172, 203 


AERO 


Operating income before depreciation yand amortization 369, 561) . 357,317 333,099 
Depreciation and amortization a Sel 27 tail 120,797 106,834 
Operating i income 242,450 236,520 226,265 
<i caiaciea el ateeeceeaeatent UIA EXDERISG ae ds =k ee ee 101,286 _ 92,798 90,493 
tn “BAR TNERS INCOME! 0. ik. © aaa aa ; $ 141,164. $ 143,722 $135,772 
Cash flows 
Operating activities (including working capital) $ 323,018 $ 190,003 $ 246,539 
Investing activities (257,893) (142,657) (242,372) 
Financing activities: 
Distributions paid to Partners (140,295) (136,981) (134,748) 
“estimates Lube HNARCING GCOUINGS ae ean e ee 74,797 84,513 ~ 111,620 
woe NET INCREASE (DECREASE) INCASH Nae z 
AND CASH EQUIVALENTS $ 373 $ S22. $ (18,961 
Per unit data @) 
Partners’ income (in dollars) i $ 1.28 $ 1380 $ Ae 
Operating cash flows based on weighted average 
number of units outstanding (in dollars) $ Z92 $ 142 $ 220 
Distribution announced (in dollars) $ 1.28 $ 1.24 $ 1.24 
Partners’ equity (in dollars) $ 135 $ 7.30 $ 7.21 
Weighted average number of units outstanding (in thousands) 110,469 110,469 108,671 
Number of units outstanding as at September 30 (in thousands) 110,469 110,469 110,469 
Financial structure 
Debt maturing within one year $ 3,099 $ aT 22 $. “Wiysza 
ae ___ Long-term debt Sl 267,225 08 __ 1,189,766 1,082,376 
~— Totaldebt ~ 1,270,324 1,193,488 1,093,697 
2 ee ee 
TOTAL $2,082, 169 $1,999,448 $1,890,520 
Total debt/total capitalization 61.0% 59.7% 57.9% 
Interest coverage ratio 
on consolidated long-term debt 2S 2.7 2.6 
Total assets $2,349,696 $2,262,939 $2,137,998 


iA ta ‘ ‘ ‘ ‘ 


FINANCIAL INFORMATION RELATED TO DETERMINATION 
OF RATE OF RETURN OF GMCLP-QDA BY THE 
REGIE DE VENERGIE (4) (5) 


Rate base (©) $1,545,839 $1,486,889 $1,413,245 
Deemed common equity (©) 38.50% 38.50% 38.50% 
Authorized rate of return on deemed common equity 10.38% 9.72% 9.64% 
Deemed prefered equity ‘© 7.17% 7.45% 7.50% 
Authorized rate of return on deemed prefered equity 5.37% 5.61% 5.88% 
Deemed tax expense $ 60,350 $ 63,890 $ $5,716 


(1) Include development activities. 
(2) GMCLP has been a listed partnership since 1993. 
(3) Pro forma net income of $1.15 calculated as if the net income for the initial Partners until January 31, 
1993 had been distributed on the first day of the fiscal year and as if the units had been issued on the same date. 
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BASSES ST TST a Dee IH OO GIR Gecail' 1995 beta ROO NAS ee h1998 CS Ca rel a 
$1,216,923 $1,197,742 $1,117,600 $1,088,164 $1,221,470 $1,050,361 $1,076,975 
seated ele p7 727059 FI  8G43 7B Fie OPS, N96) Foi 4G 788 566 us 654,882. 696,188 
480, 860 “Fe 475, 690 WMATA 322 ons ETT 459, O68 an ae 432, 904 eee 395,479 SESS = iE anal 
59 246 158/369 Ae res a Aas Sieh 144 92s 143,190 2 Se 
321,614 2 ey = Is aaa 310,504 my TL 28B412- | wee 289 oe 
Oe NERS pile A SLA ee RE Et ATES LDS: A 5: 
220,826 es ee Re ee oe EE EAE Ea LT, 


80,080 


86,256 95,689 93, ae 86, me peossen 2 76,501 


140)746. 0 80 138,707 $145,828) $135,008 = $123,613 $111,368 ~$ 111,043, a 


$ 231,691 $ 246,294 $ 298,436 $ 253,324 $ 225,667 $12/222/567 $ 227,242 
(265,771) (118,823) (145,530) (241,226) (244,029) (193,129) (95,412) 
; 
(138,459) (142,200) (141,666) (132,893) (120,931) (172,444) (73,466) 


Be RNAS SI SR OS tc all NOE cS ARLE ed a ES) 


sea anes 


$225) 893 $ 2,271 $ 7,000 $ 306) , $ 2,364 $ 9,670 $ 0 

$ seve $ 1.30 $ 1.36 $ 1.30 $ 1.24 $ 1.152) $ = 

$ Za. $ 2.30 $ 2/3 $ 2.43 Se QELT, $ 2.40 $ = 

$ 29 $ 1.32 $ 133) $ 32) $ 1.23 $ 1.15 $ - 

$ 6.93 $ 6.85 $ 6.87 $ 6.83 $ 6.50 $ 6.21 $ = 

106,918 106,918 106,918 104,215 99,350 92,704 - 

106,918 106,918 106,918 106,918 100,708 96,508 ~ 

$. Tat0;053 $= 261025 $) 1230/1 $ 81,300 $ 56,220 $ 4,023 $ 44,600 

Bk 99 80818 8 758 G1 615 13 512.235 
if 044, 823 845, 852 854, 005 848,767 795, 181 619, 155 556,835 
Be 740,903 ase ag eee eta Mae ac 750 929 oy 654745 no Sag AOI 555.972 

<1: 785, 766 $1 578,000 $1,588,908 $1 579,096 $1; 449, 596 $1 21 8,01 6 eT a 112 807 _ 
58.5% 53.6% 53.7% 53.8% 54.9% 50.8% 50.0% 

728) Zeal Del 2.5 72335) 2.6 2.6 

$2,01 Tj259 $1 775,254 $1 749 361 $1 ,760,61 1 $1 647,436 $1 376,981 $1,269,039 

$1,397,303 $1,352,240 $1,340,108 $1,318,244 $1,228,911 $1,177,978 $1,164,793 
38.53% 39.39% 38.14% 37.99% 38.26% SoS va 38.48% 
10.75% 11.50% 12.00% 12.00% 12.00% 12.50% 14.00% 
7.50% 7.64% 7.60% 7. A0% 7.33% 7.50% 7.33% 
5.63% 5.36% 6.43% 6.74% 5.80% 5.73% 6.47% 

$ 56,817 $ 56,954 $ 59,1 00 $ 45,322 $ 47,776 $ 44825 $ 41 031 


(4) Unaudited data. 

(5) As noted under the accounting policies in the consolidated financial statements of GMCLP—QDA under Regulation. 

(6) Calculated on a monthly average based on capitalization that differs from the financial structure as recorded in the balance sheet 
of GMCLP due to the inclusion of short-term financing, securitization of trade receivables and other items. 
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STATEMENT ON CORPORATE GOVERNANCE PRACTICES 
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Gaz Métropolitain, inc. (the Company), as General Partner, is essentially devoted to managing the affairs 
of Gaz Métropolitain and Company, Limited Partnership (the Partnership). 

As part of this responsibility, and in accordance with the requirements of the Toronto Stock Exchange on 
which the Partnership’s units are traded, the following text summarizes the Company’s corporate governance 
policies and practices. Approved by the Board of Directors on November 15, 2001, this statement satisfies 
the Stock Exchange guidelines. 

The Company, which holds 77.4% of the Partnership’s units, is a wholly-owned subsidiary of Noverco Inc., 
a private company. 


1. Composition of the Board of Directors 

The Board of Directors is made up of fourteen directors appointed by the sole shareholder. The Board believes 
that this size, which falls in the median range for similar companies, makes it possible to optimize the range 
of competencies and experience. 

Within the meaning of the Stock Exchange guidelines, only the President and Chief Executive Officer is an 
inside director since he is an employee of the Partnership and an officer of the Company. The remaining directors 
are “unrelated” i.e. they are independent of management and are free from any interest or other relationship, 
other than the shareholder relationship, which could, or could reasonably be perceived to, erie interfere 
with their ability to act in the best interests of the Partnership. 

The Board includes at this time six directors, including the President and Chief Executive Officer, who 
are considered as independent in relation to the sole shareholder. The remaining eight directors are related 
to the sole shareholder. 


2. Independence of the Board from Management 

The aforementioned information about the composition of the Board, in particular the fact that directors are 
chosen by the sole shareholder and that only one of them is an inside director, illustrates the independence 
of the Board from management. In addition, the Chairman of the Board is an unrelated, outside director. 


3. Responsibilities of the Board 

As prescribed by the Companies Act (Québec) and the Company’s General By-laws, the Company’s affairs are 
managed by the Board of Directors. (The sole shareholder, by virtue of the law and General By-laws, may restrict 
the authority of the Board if it makes a written declaration to that effect, which it has never done to date.) 

As previously indicated, the business of the Company is essentially to manage the affairs of the Partnership. 
The Partnership’s financial objective is to provide its Partners with a stable, predictable return, accompanied by 
growth in value over the years. From a business perspective, the Partnership intends to provide its customers with 
high-quality energy services at the lowest possible cost, through policies and programs aimed at motivating its 
employees and business partners. 

The Board is responsible for supervising the management of the business with the objective of ensuring that 
its resources and potential are used and exploited in such a way as to create value for the Partners in accordance 
with applicable laws, standards and social responsibility. This growth objective includes protecting the value of 
the business against risks with which it is faced. 

To effectively discharge its duty, the Board of Directors adopted a written mandate which sets forth the 
responsibilities it reserves to itself as well as the specific responsibilities which are delegated to the President and 
Chief Executive Officer. Furthermore, a written mandate for each Board committee has been approved by the Board. 
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4. Specific Responsibilities of the Board 


Responsibilities of the Board include: 
- the appointment of officers and setting out their responsibilities and authority for binding the Company; 
+ hiring, remuneration and evaluation of senior executives, as well as succession planning; 
* approval of strategic plan and business plans flowing therefrom; 
* approval of operating and capital budgets; 
approval of projects of the Company, or a subsidiary, for a major (i.e. in terms of dollars or strategic nature) 
acquisition or investment; 
approval of significant reorganizations or downsizings; 
- authorization for the issue or redemption of the Company’s or Partnership’s securities; 
approval of material borrowings or financial commitments; 
approval of annual audited financial statements, quarterly financial statements and Annual Information Forms; 
declaration of dividends or capital reductions by the Company and declaration of the distribution of the 
Partnership’s income; 
* approval of a communications policy with public investors. 
In addition, the Board, either directly or through its committees, is also responsible for: 
- identification of the principal risks relating to the business and implementation of systems for managing them; 
- establishment of annual and long-term objectives, which are translated into individual objectives for 
management, and monitoring their results; 
+ integrity of internal control and management information systems; 
* quality of communications with the investing public and financial market and media representatives. 
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5. Composition and Position Descriptions of Board Committees 
Except for the Executive Committee, which has the President and Chief Executive Officer as a member, 
Board committees are made up solely of outside, unrelated directors. 

The position descriptions of these committees are summarized below: 


{RBI SLED NE PRR LAREN OLE SI 5 ates rAEIOI: STARS SPR SRO IER VERDE ELINA OTR TL SES LOT aE INSIDE DECEIT E OLLLE LE LVEDD PS LEIS HOTELES LL EEE TAS VIELEN TEE TES STL BT ENTE IO! 


5.1 Executive Committee 
The Executive Committee shall possess and may exercise all powers of the Board of Directors, subject only 
to the relevant provisions of applicable legislation and restrictions imposed from time to time by the Board 
of Directors. 


5.2 Human Resources and Corporate Governance Committee 
Regarding corporate governance matters, the Committee shall be responsible for reviewing practices followed 
by the Board in overseeing the management of the Corporation’s affairs, assessing board and committee 
effectiveness in this regard and making recommendations to the Board for improvements to corporate 
governance practices. 

In addition, the Committee shall communicate to the sole shareholder its opinion on candidates which 
the sole shareholder has proposed as directors or on those individuals that should be considered. 

From time to time, the Committee shall review director remuneration. 

Regarding human resources matters, the Committee shall be responsible for reviewing all human resources 
issues which come under the jurisdiction of the Board of Directors and, for certain of those issues, make 
a final decision. 
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5. yi vest Committed 
The Committee shall be responsible for reviewing the financial information published by the Company and the 
Partnership, as well as how the risks that may affect the financial well-being of the organization are managed. 
It shall ensure that: 

» there is an adequate risk management program for protecting the organization’s assets; 

» both the external and internal auditors are independent; and 

+ financial information transmitted to the directors and the investing public is complete and objective. 

The Committee’s specific responsibilities are broken down into five areas, namely external audit and 

auditor, financial information, internal audit and risk management. 


SDSS SRS OPN CR EI 


5.4 Pension Fund Committee 
The Committee’s mandate is twofold: to oversee, for the Board, management of the Partnership’s pension 
funds by the pension committees created by law, a majority of whose members are management repre- 
sentatives, and to assume the delegated powers and responsibilities of these pension plan committees 
relating to the investment policy for funds held in the global trust making up the pension plans, as well as 
the selection and monitoring of managers. 


6. Orientation and Training of ‘New Directors 


Every new director shall be provided with a manual which includes a description of the Company and the Panera 
a summary of the duties, obligations and responsibilities of a director as well as a copy of the mandates of the 
Board and its committees. Every new director shall also be invited to meet with senior executives in order to gain 
an understanding of each sector of activity and to get to know each of them. 

In addition, management makes sure that, through detailed presentations during Board meetings, directors 


are familiar with the Partnership’s and industry business. Management is also always available to hold information 
sessions for the directors. 


7. Outside Consultants’ Services for Directors 
Should a director wish to engage an outside consultant at the Company’s expense, he (she) may-do so with 


the prior approval of the Board of Directors or the Executive Committee or, in the case of an emergency, the 
Chairman of the Board. 
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8. Relations With Partners and the Investing Public 
The Board, and in particular the Audit Committee, ensure that financial information for the Partners and the 
investing public is complete and objective, and that it is communicated within the timeframe established by 
the securities commissions and Stock Exchange. For that purpose, the principal communication sources, i.e. 
the Annual Report, the Annual Information Form, the Quarterly Reports and the Prospectuses, as well as the 
related press releases, are reviewed. 

This information, as well as investor information sheet and other general information about the Partnership, 
are available on the Internet site (www.gazmetro.com). Any Partner who wants to contact the Partnership 
in order to obtain information or to express its views can communicate with the Investor Relations Coordinator, 
the Treasurer or the Vice President and Chief Financial Officer. 

The Board sees to it that management maintains transparent and continuous communications with financial 
analysts, institutional investors and other financial market intervenors so that there will be proper recognition 
of the Partnership’s performance. 
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Market Information 


» Units listed on the Toronto Stock Exchange under the symbol GZM.UN. 
- Unit prices during the years ended September 30: 
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+ 110.5 million units outstanding with a market value of $1.8 billion as at September 30, 2001. At the same 
date, the market value of the 25.0 million units held by the limited Partners was $407.9 million. 


Unit Tax Features 

+ Eligible investment for RRSP purposes—no restrictions. 

+ Income is taxable as business income and Partners have to file a Québec income tax return, regardless 
of their province of residence. 

- Partners are allocated their share of the Partnership’s taxable income on a pro rata basis in accordance with 
distributions received. Income tax information slips (T5013 for federal purposes and Relevé 15 for Québec 
purposes) are prepared and issued by the brokers. The Partnership prepares an explanatory guide for the 
preparation of corporate and individual income tax returns. This guide is sent with the tax information slips. 

- The Partnership’s income for tax purposes differs from accounting income due to differences between 
accounting principles and tax legislation. For the year ended September 30, 2001, income for tax purposes 
exceeded distributions by 4.8% for federal purposes and 4.2% for Québec purposes. Partners that hold their 
units in a non-taxable vehicle, such as an RRSP, are in no way affected by the difference between income 
for tax purposes and distributions received. 

- Partners who are not resident in Canada must file both a federal and Québec income tax return and, under 
the terms of the Partnership Agreement, a Partner who is a “non-resident” of Canada can be required to sell 
his units to a person who is not a “non-resident”. 

- As the result of an amendment to the Act respecting the Québec Pension Plan, business income earned 
as a limited partner will no longer be subject to Québec Pension Plan contributions when the limited partner 
does not actively participate in the operations of the Partnership (retroactive to January 1, 1999). 


Income Distributions 

+ Policy is to distribute virtually all of the income in each fiscal year. 

+ Quarterly distributions are paid on January 1, April 1, July 1 and October 1 to Partners of record at the close 
of business on December 15, March 15, June 15 and September 15 of each year. 

* The Partnership approved a quarterly distribution of $0.32 per unit payable on January 1, 2002. 

+ Partners may request that their income distributions be deposited directly into a Canadian bank account. 
This rapid, reliable and convenient service is offered by most banks and other financial institutions. To take 
advantage of this direct deposit service, contact Computershare at (514) 982-7555 or 1-800-564-6253. 


General Information 
TRUSTEE: Computershare, Montréal 
ANNUAL MEETING: The Partnership’s annual meeting of Partners will be held at 4:00 p.m., on Wednesday, 
February 6, 2002, in the Salon International of the Centre Mont-Royal, 2200, Mansfield Street, Montréal, Québec. 
PUBLICATION OF RESULTS: Following approval by the Board of Directors, the quarterly results will be published 
around the following dates: Ist quarter: February 19, 2002 3rd quarter: August 21, 2002 

2nd quarter: May 22, 2002 4th quarter: November 20, 2002 
INVESTOR RELATIONS: Steve Pilon, Coordinator—1717 du Havre Street, Montréal, Québec H2K 2X3 
Telephone: (514) 598-3324 Fax: (514) 521-8168 E-mail: spilon@gazmet.com 


Quarterly reports, annual report and press releases are accessible through our Internet site: 
http://www.gazmetro.com 
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Printed in Canada 


Nolin Branding & Design 


Gaz Métropolitain 


Head Office 
1717 du Havre Street 
Montréal, Québec 


~ H2K 2X3 


(514) 598-3444 


Abitibi-Témiscamingue 
145 Québec Boulevard 
Rouyn-Noranda, Québec 
J9X 6M8 

(819) 797-2111 


Eastern Townships 
240 Léger Street 
Sherbrooke, Québec 
J1L1M1 

(819) 564-1311 


Laurentides 

905 Michéle-Bohec Street 
Blainville, Québec 
ZGESE7, 

(450) 434-4091 


Subsidiaries and Affiliates 


Gaz Métropolitain 
Plus Inc. 

1350 Nobel Street 
Boucherville, Québec 
J4B 5H3 

(450) 641-6300 
André Gougeon 
President and 

Chief Executive Officer 


Consulgaz Inc. 
1350 Nobel Street 
Boucherville, Québec 
J4B 5H3 

(450) 641-8473 
André Gougeon 
President 


CCUM, s.e.c. 

1350 Nobel Street 
Boucherville, Québec 
J4B 5H3 

(450) 641-8389 
André Gougeon 
President and 

Chief Executive Officer 


Sogener Inc. 

1350 Nobel Street 
Boucherville, Québec 
J4B 5H3 

(450) 641-8356 
André Gougeon 
President and 

Chief Executive Officer 


Photos References 


Cable VDN inc. 

2600 Ontario Street East 
Suite 152 

Montréal, Québec 

H2K 4K4 

(514) 522-1590 

Philip Gale 

President 


Option Gaz Ltée 

1800 TransCanada Highway 
Dorval, Québec 

H9P 1H7 

(514) 421-7992 

Robert Hunt 

President 


TelDig Systems Inc. 

575 Saint-Joseph Street East 
Québec, Québec 

G1K 3B7 

(418) 948-1314 
1-800-501-5554 

Jacques Therrien 

President 


Trans Québec & 
Maritimes Pipeline Inc. 
6200 Taschereau Boulevard 
2nd floor 

Brossard, Québec 

JAW 3)8 

(450) 462-5301 

Robert Turgeon 

President 


Mauricie 

929 Pere-Daniel Street 
Trois-Riviéres, Québec 
G9A 2W9I9 

(819) 372-1242 


Montérégie 

3657 lsabelle Street 
Brossard, Québec 
J4Y 2R2 

(450) 659-7674 


‘Vermont Gas 
Systems, Inc. 

85 Swift Street 
South-Burlington 
Vermont 05403 
(802) 863-8899 

A. Donald Gilbert 
President and 

Chief Executive Officer 


Sofame Technologies Inc. 


500 Alphonse D. Roy 
Montréal, Québec 
H1W 3Y8 

(514) 523-6545 
Charles Delisle 
President 


Aqua-Rehab Inc. 
2145 Michelin Street 
Laval, Québec 

H7L 5B8 

(450) 687-3472 
Lambert Lamarche 
President 


Aqua Data Inc. 
95—5th Avenue 
Pincourt, Québec 
J7V 5K8 

(514) 425-1010 
Marcel Guibord 
President 


BUSINESS OFFICES 


Québec 

2300 Jean-Perrin Street 
Québec, Québec 

G2C 1K8 

(418) 842-9960 


Saguenay-Lac-Saint-Jean 
1100 Bersimis Street 
Chicoutimi, Québec 

G7K 1A5 

(418) 696-2231 


Champion Pipe Line 
Corporation Limited 
1717 du Havre Street 
Montréal, Québec 
H2K 2X3 

(514) 598-3444 
Jacques Charron 
President 


Portland Natural Gas 
Transmission System 
One Harbour Place 
Suite 375 

Portsmouth 

New Hampshire 03801 
USA 

(603) 559-5509 
Richard H. Leehr 
President 


Cover page Dream House 2001 of the Fondation les Ailes de la Mode P. 5 Sofame’s hybrid Percomtherm water heater P. 7 Hop Lam Dao, Chef and Co-Owner of Le Grain 
de Sel restaurant. Photographed by André Noél. P. 19 Robert Pietrantonio of the Académie culinaire, accompanied by Flamigaz, Gaz Métropolitain’s mascot. P. 20 Michel Riendeau, 
System Improvement Clerk P. 23 Presentation of cheque to the Centre Immaculée-Conception for the Petit Cirque Gaz Métro. From left to right: Louise Harel, Ministre 
des Affaires municipales et de la Métropole, Robert Tessier, President and CEO of Gaz Métropolitain, Luc Lavigne, Chairman of La Fondation Les Ailes de la Mode and Bertrand 
Rousseau, President and Executive Director of the Centre Immaculée-Conception. 
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